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unions with $10 billion or more in as-
sets, the Office of National Examina-
tions and Supervision. 

State means a state of the United 
States, the District of Columbia, any of 
the several territories and possessions 
of the United States, and the Common-
wealth of Puerto Rico. 

Troubled condition means: (1) In the 
case of an insured natural person credit 
union: 

(i) A federal credit union that has 
been assigned a 4 or 5 CAMEL com-
posite rating by NCUA; or 

(ii) A federally insured, state-char-
tered credit union that has been as-
signed a 4 or 5 CAMEL composite rat-
ing by either NCUA, after an on-site 
contact, or its state supervisor; or 

(iii) A federal credit union or a feder-
ally insured, state-chartered credit 
union that has been granted assistance 
under section 208 of the Federal Credit 
Union Act, 12 U.S.C. 1788, that remains 
outstanding and unextinguished. 

(2) In the case of an insured corporate 
credit union: 

(i) A Federal credit union that has 
been assigned a 4 or 5 CAMEL rating by 
NCUA; or 

(ii) A federally insured, state-char-
tered credit union that has been as-
signed a 4 or 5 CAMEL rating by either 
NCUA, after an on-site contact, or its 
state supervisor; or 

(iii) A Federal credit union or a fed-
erally insured, state-chartered credit 
union that has been granted assistance 
under section 208 of the Federal Credit 
Union Act, 12 U.S.C 1788, that remains 
outstanding and unextinguished. 

Unimpaired capital and surplus means 
the same as ‘‘paid-in and unimpaired 
capital and surplus,’’ as defined in 
paragraph (f) of this section. 

[36 FR 23794, Dec. 15, 1971; 37 FR 329, Jan. 11, 
1972, as amended at 37 FR 10342, May 20, 1972; 
45 FR 47121, July 14, 1980; 54 FR 48234, Nov. 22, 
1989; 54 FR 52015, Dec. 20, 1989; 55 FR 1794, 
Jan. 19, 1990; 57 FR 47985, Oct. 21, 1992; 58 FR 
40042, July 27, 1993; 65 FR 44966, July 20, 2000. 
Redesignated and amended at 66 FR 65624, 
Dec. 20, 2001; 73 FR 30477, May 28, 2008; 76 FR 
60366, Sept. 29, 2011; 78 FR 4029, Jan. 18, 2013; 
78 FR 32544, May 31, 2013; 78 FR 77564, Dec. 26, 
2013; 84 FR 1604, Feb. 5, 2019; 85 FR 62210, Oct. 
2, 2020] 

EFFECTIVE DATE NOTE: At 80 FR 66706, Oct. 
29, 2015, § 700.2 was amended in the definition 
of ‘‘net worth’’ by removing ‘‘§ 702.2(f)’’ and 

adding ‘‘§ 702.2’’ in its place, effective Jan. 1, 
2019. At 83 FR 55467, Nov. 6, 2018, the effective 
date was delayed until Jan. 1, 2020. At 84 FR 
68781, Dec. 17, 2019, the effective date was fur-
ther delayed until Jan. 1, 2022. 

PART 701—ORGANIZATION AND 
OPERATION OF FEDERAL CREDIT 
UNIONS 

Sec. 
701.1 Federal credit union chartering, field 

of membership modifications, and con-
versions. 

701.2 Federal credit union bylaws. 
701.3 Member inspection of credit union 

books, records, and minutes. 
701.4 General authorities and duties of Fed-

eral credit union directors. 
701.5 [Reserved] 
701.6 Fees paid by Federal credit unions. 
701.7–701.13 [Reserved] 
701.14 Change in official or senior executive 

officer in credit unions that are newly 
chartered or are in troubled condition. 

701.15–701.18 [Reserved] 
701.19 Benefits for employees of Federal 

credit unions. 
701.20 Suretyship and guaranty. 
701.21 Loans to members and lines of credit 

to members. 
701.22 Loan participations. 
701.23 Purchase, sale, and pledge of eligible 

obligations. 
701.24 Refund of interest. 
701.25 [Reserved] 
701.26 Credit union service contracts. 
701.27–701.29 [Reserved] 
701.30 Services for nonmembers within the 

field of membership. 
701.31 Nondiscrimination requirements. 
701.32 Payment on shares by public units 

and nonmembers. 
701.33 Reimbursement, insurance, and in-

demnification of officials and employees. 
701.34 Designation of low income status; Ac-

ceptance of secondary capital accounts 
by low-income designated credit unions. 

701.35 Share, share draft, and share certifi-
cate accounts. 

701.36 Federal credit union occupancy and 
disposal of acquired and abandoned prem-
ises. 

701.37 Treasury tax and loan depositaries; 
depositaries and financial agents of the 
Government. 

701.38 Borrowed funds from natural persons. 
701.39 Statutory lien. 
APPENDIX A TO PART 701—FEDERAL CREDIT 

UNION BYLAWS 
APPENDIX B TO PART 701—CHARTERING AND 

FIELD OF MEMBERSHIP MANUAL 

AUTHORITY: 12 U.S.C. 1752(5), 1755, 1756, 1757, 
1758, 1759, 1761a, 1761b, 1766, 1767, 1782, 1784, 
1785, 1786, 1787, 1788, 1789. Section 701.6 is also 
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authorized by 15 U.S.C. 3717. Section 701.31 is 
also authorized by 15 U.S.C. 1601 et seq.; 42 
U.S.C. 1981 and 3601–3610. Section 701.35 is 
also authorized by 42 U.S.C. 4311–4312. 

§ 701.1 Federal credit union char-
tering, field of membership modi-
fications, and conversions. 

National Credit Union Administra-
tion policies concerning chartering, 
field of membership modifications, and 
conversions, also known as the Char-
tering and Field of Membership Man-
ual, are set forth in appendix B to this 
part and are available on-line at http:// 
www.ncua.gov. 

[ 75 FR 36263, June 25, 2010] 

§ 701.2 Federal credit union bylaws. 

(a) Federal credit unions must oper-
ate in accordance with their approved 
bylaws. The Federal Credit Union By-
laws are hereby published as appendix 
A to part 701 pursuant to 5 U.S.C. 
552(a)(1) and accompanying regula-
tions. Federal credit unions may adopt 
amendments to their bylaws as pro-
vided in the Bylaws, with the approval 
of the Board. 

(b) Copies of the Federal Credit 
Union Bylaws may be obtained at 
http://www.ncua.gov or by request ad-
dressed to ogc-mail@ncua.gov or Na-
tional Credit Union Administration, 
1775 Duke Street, Alexandria, VA 22314. 

(c) The National Credit Union Ad-
ministration may issue revisions or 
amendments of the Federal Credit 
Union Bylaws from time to time. An 
historic file of amendments or revi-
sions is maintained and made available 
for inspection at the National Credit 
Union Administration, 1775 Duke 
Street, Alexandria, VA 22314. 

[72 FR 61500, Oct. 31, 2007] 

§ 701.3 Member inspection of credit 
union books, records, and minutes. 

(a) Member inspection rights. A group 
of members of a Federal credit union 
has the right, upon submission of a pe-
tition to the credit union as described 
in paragraph (b) of this section, to in-
spect and copy nonconfidential por-
tions of the credit union’s: 

(1) Accounting books and records; 
and 

(2) Minutes of the proceedings of the 
credit union’s members, board of direc-
tors, and committees of directors. 

(b) Petition for inspection. The petition 
must describe the particular records to 
be inspected and state a proper purpose 
for the inspection, that is, a purpose 
related to the protection of the mem-
bers’ financial interests in the credit 
union. The petition must state that the 
petitioners as a whole, or certain 
named petitioners, agree to pay the di-
rect and reasonable costs associated 
with search and duplication of re-
quested material. The petition must 
also state that the inspection is not de-
sired for any purpose other than the 
stated purpose; that the members sign-
ing the petition will not sell or offer 
for sale any information obtained from 
the credit union; and that the members 
signing the petition have not within 
five years preceding the signature date 
sold or offered for sale any information 
acquired from the credit union or aided 
or abetted any person in procuring any 
information from the credit union for 
purposes of sale. The petition must 
name one member, and one alternate 
member, who will represent the peti-
tioners on issues such as inspection 
procedures, costs, and potential dis-
putes. At least one percent of the cred-
it union’s members, with a minimum of 
20 members and a maximum of 500 
members, must sign the petition. Each 
member who signs the petition must 
have been a member of the credit union 
for at least 180 days at the time the pe-
titioners submit the petition to the 
credit union. 

(c) Inspection procedures. (1) A Federal 
credit union must respond to peti-
tioners within 14 days of receiving a pe-
tition. In its response, a credit union 
must inform petitioners either that it 
will provide inspection of the requested 
material and, if so, when, or, if a credit 
union is going to withhold all or part 
of the requested material, it must in-
form petitioners what part of the re-
quested material it intends to withhold 
and the reasons for withholding the re-
quested material. As soon as possible 
after receiving a petition, a credit 
union must schedule inspection and 
copying of nonconfidential requested 
material it determines petitioners may 
inspect and copy. 
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(2) Inspection may be made in person 
or by agent or attorney and at any rea-
sonable time or times. The credit union 
may, at its option, skip inspection and 
deliver copies of requested documents 
directly to the petitioners. Member in-
spection rights under this section are 
in addition to any other member in-
spection rights afforded by the credit 
union’s charter or bylaws or other Fed-
eral law or Federal regulation. 

(3) If the credit union denies inspec-
tion because the petitioners have failed 
to obtain the minimum number of 
valid signatures, the credit union must 
inform the petitioners which signa-
tures were not valid and why. 

(d) Confidential books, records, and 
minutes. Members do not have the right 
to inspect any portion of the books, 
records, or minutes of a Federal credit 
union if: 

(1) Federal law or regulation pro-
hibits disclosure of that portion; 

(2) The publication of that portion 
could cause the credit union predict-
able and substantial financial harm; 

(3) That portion contains nonpublic 
personal information as defined in 12 
CFR 1016.3; or 

(4) That portion contains information 
about credit union employees or offi-
cials the disclosure of which would con-
stitute a clearly unwarranted invasion 
of personal privacy. 

(e) Costs. A Federal credit union may 
charge petitioners the direct and rea-
sonable costs associated with search 
and duplication. The credit union may 
not charge for other costs, including 
indirect costs or attorney’s fees. 

(f) Dispute resolution. (1) In the event 
of a dispute between a federal credit 
union and its members concerning a 
petition for inspection or the associ-
ated costs, either party may submit 
the dispute to the regional director. 
The regional director, after obtaining 
the views of both parties, will direct 
the credit union either to withhold the 
disputed materials or to make them 
available for member inspection and 
copying. The regional director may 
place conditions upon release. The de-
cision of the regional director is a final 
agency decision and is not appealable 
to the Board. 

(2) The regional director has the dis-
cretion to refer any dispute to the 

credit union’s supervisory committee 
for review and resolution. If petitioners 
are not satisfied with the supervisory 
committee’s response, they may resub-
mit the dispute to the regional direc-
tor. 

[72 FR 56253, Oct. 3, 2007, as amended at 78 FR 
32544, May 31, 2013] 

§ 701.4 General authorities and duties 
of Federal credit union directors. 

(a) General direction and control of a 
Federal credit union. The board of direc-
tors is responsible for the general di-
rection and control of the affairs of 
each Federal credit union. While a Fed-
eral credit union board of directors 
may delegate the execution of oper-
ational functions to Federal credit 
union personnel, the ultimate responsi-
bility of each Federal credit union’s 
board of directors for that Federal 
credit union’s direction and control is 
non-delegable. 

(b) Duties of Federal credit union direc-
tors. Each Federal credit union director 
has the duty to: 

(1) Carry out his or her duties as a di-
rector in good faith, in a manner such 
director reasonably believes to be in 
the best interests of the membership of 
the Federal credit union as a whole, 
and with the care, including reasonable 
inquiry, as an ordinarily prudent per-
son in a like position would use under 
similar circumstances; 

(2) Administer the affairs of the Fed-
eral credit union fairly and impartially 
and without discrimination in favor of 
or against any particular member; 

(3) At the time of election or appoint-
ment, or within a reasonable time 
thereafter, not to exceed six months, 
have at least a working familiarity 
with basic finance and accounting 
practices, including the ability to read 
and understand the Federal credit 
union’s balance sheet and income 
statement and to ask, as appropriate, 
substantive questions of management 
and the internal and external auditors; 
and 

(4) Direct management’s operations 
of the Federal credit union in con-
formity with the requirements set 
forth in the Federal Credit Union Act, 
this chapter, other applicable law, and 
sound business practices. 
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(c) Authority regarding staff and out-
side consultants. (1) In carrying out its 
duties and responsibilities, each Fed-
eral credit union’s board of directors 
and all its committees have authority 
to retain staff and outside counsel, 
independent accountants, financial ad-
visors, and other outside consultants 
at the expense of the Federal credit 
union. 

(2) Federal credit union staff pro-
viding services to the board of direc-
tors or any committee of the board 
under paragraph (c)(1) of this section 
may be required by the board of direc-
tors or such committee to report di-
rectly to the board or such committee, 
as appropriate. 

(3) In discharging board or committee 
duties a director who does not have 
knowledge that makes reliance unwar-
ranted is entitled to rely on informa-
tion, opinions, reports or statements, 
including financial statements and 
other financial data, prepared or pre-
sented by any of the persons specified 
in paragraph (d). 

(d) Reliance. A director may rely on: 
(1) One or more officers or employees 

of the Federal credit union who the di-
rector reasonably believes to be reli-
able and competent in the functions 
performed or the information, opin-
ions, reports or statements provided; 

(2) Legal counsel, independent public 
accountants, or other persons retained 
by the Federal credit union as to mat-
ters involving skills or expertise the 
director reasonably believes are mat-
ters: 

(i) Within the particular person’s pro-
fessional or expert competence, and 

(ii) As to which the particular person 
merits confidence; and 

(3) A committee of the board of direc-
tors of which the director is not a 
member if the director reasonably be-
lieves the committee merits con-
fidence. 

[75 FR 81385, Dec. 28, 2010] 

§ 701.5 [Reserved] 

§ 701.6 Fees paid by Federal credit 
unions. 

(a) Basis for assessment. Each calendar 
year, or as otherwise directed by the 
NCUA Board, each federal credit union 
shall pay an operating fee to NCUA for 

the current fiscal year (January 1 to 
December 31) in accordance with a 
schedule fixed by the Board from time 
to time. The operating fee shall be 
based on the total assets of each fed-
eral credit union (less the assets cre-
ated on the books of natural person 
federal credit unions by investments 
made in a corporate credit union under 
the Credit Union System Investment 
Program or the Credit Union Home-
owners Affordability Relief Program) 
as of December 31 of the preceding year 
or as otherwise determined pursuant to 
paragraph (b) of this section. 

(b) Coverage. The operating fee shall 
be paid by each Federal credit union 
engaged in operations as of January 1 
of each calendar year, except as other-
wise provided by this paragraph. 

(1) New charters. A newly chartered 
Federal credit union will not pay an 
operating fee until the year following 
the first full calendar year after the 
date chartered. 

(2) Conversions. A state chartered 
credit union that converts to Federal 
charter will pay an operating fee in the 
year following the conversion. Federal 
credit unions converting to state char-
ter will not receive a refund of the op-
erating fee paid to the Administration 
in the year in which the conversion 
takes place. 

(3) Mergers. A continuing Federal 
credit union that has merged with an-
other credit union will pay an oper-
ating fee in the following year based on 
the combined total assets of the 
merged credit union and the con-
tinuing Federal credit union as of De-
cember 31 of the year in which the 
merger took place. For purposes of this 
requirement, a purchase and assump-
tion transaction wherein the con-
tinuing Federal credit union purchases 
all or essentially all of the assets of an-
other credit union shall be deemed a 
merger. Federal credit unions merging 
with other Federal or state credit 
unions will not receive a refund of the 
operating fee paid to the Administra-
tion in the year in which the merger 
took place. 

(4) Liquidations. A Federal credit 
union placed in liquidation will not pay 
any operating fee after the date of liq-
uidation. 
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(c) Notification. Each Federal credit 
union shall be notified at least 30 days 
in advance of the schedule of fees to be 
paid. A Federal credit union may sub-
mit written comments to the Board for 
consideration regarding the existing 
fee schedule. Any subsequent revision 
to the schedule shall be provided to 
each Federal credit union at least 15 
days before payment is due. 

(d) Assessment of Administrative Fee 
and Interest for Delinquent Payment. 
Each Federal credit union shall pay to 
the Administration an administrative 
fee, the costs of collection, and interest 
on any delinquent payment of its oper-
ating fee. A payment will be considered 
delinquent if it is postmarked later 
than the date stated in the notice to 
the credit union provided under 
§ 701.6(c). The National Credit Union 
Administration may waive or abate 
charges or collection of interest if cir-
cumstances warrant. 

(1) The administrative fee for a delin-
quent payment shall be an amount 
fixed from time to time by the Na-
tional Credit Union Administration 
Board and based upon the administra-
tive costs of such delinquent payments 
to the Administration in the preceding 
year. 

(2) The costs of collection shall be 
the actual hours expended by Adminis-
tration personnel multiplied by the av-
erage hourly salary and benefits costs 
of such personnel as determined by the 
National Credit Union Administration 
Board. 

(3) The interest rate charged on any 
delinquent payment shall be the U.S. 
Department of the Treasury Tax and 
Loan Rate in effect on the date when 
the payment is due as provided in 31 
U.S.C. 3717. 

(4) If a credit union makes a com-
bined payment of its operating fee and 
its share insurance deposit as provided 
in § 741.4 of this chapter and such pay-
ment is delinquent, only one adminis-
trative fee will be charged and interest 
will be charged on the total combined 
payment. 

[44 FR 27380, May 10, 1979, as amended at 50 
FR 20745, May 20, 1985; 55 FR 1799, Jan. 19, 
1990; 59 FR 33421, June 29, 1994; 60 FR 58503, 
Nov. 28, 1995; 74 FR 29936, June 24, 2009; 84 FR 
1604, Feb. 5, 2019] 

EFFECTIVE DATE NOTE: At 85 FR 86803, Dec. 
31, 2021, § 701.6 was amended by revising para-
graphs (a) and (b), effective Feb. 1, 2021. For 
the convenience of the user, the revised text 
is set forth as follows: 

§ 701.6 Fees paid by Federal credit unions. 
(a) Basis for assessment. Each calendar year, 

or as otherwise directed by the NCUA Board, 
each Federal credit union shall pay an oper-
ating fee to the NCUA for the current fiscal 
year (January 1 to December 31) in accord-
ance with a schedule fixed by the Board from 
time to time. 

(1) General. The operating fee shall be 
based on the average of total assets of each 
Federal credit union based on data reported 
in NCUA Forms 5300 and 5310 from the four 
quarters immediately preceding the time the 
Board approves the agency’s budget or as 
otherwise determined pursuant to paragraph 
(b) of this section. 

(2) Exclusions from total assets. For purposes 
of calculating the operating fee, total assets 
shall not include any loans on the books of 
a natural person Federal credit union made 
under the Small Business Administration’s 
Paycheck Protection Program, 15 U.S.C. 
636(a)(36), or any similar program approved 
for exclusion by the NCUA Board. 

(b) Coverage. The operating fee shall be 
paid by each Federal credit union engaged in 
operations as of January 1 of each calendar 
year in accordance with paragraph (a) of this 
section, except as otherwise provided by this 
paragraph (b). 

(1) New charters. A newly chartered Federal 
credit union will not pay an operating fee 
until the year following the first full cal-
endar year after the date chartered. 

(2) Conversions. (i) In the first calendar 
year following conversion: 

(A) A federally insured state-chartered 
credit union that converts to a Federal cred-
it union charter must pay an operating fee 
based on the average assets reported in the 
year of conversion on NCUA Forms 5300 or 
5310 from the four quarters immediately pre-
ceding the time the Board approves the agen-
cy’s budget in the year of conversion. 

(B) An entity not insured by the NCUA 
that converts to a Federal credit union char-
ter must pay an operating fee based on the 
assets, or average thereof, reported on NCUA 
Forms 5300 or 5310 for any one or more quar-
ters immediately preceding the time the 
Board approves the agency’s budget in the 
year of conversion. 

(ii) A Federal credit union converting to a 
different charter will not receive a refund of 
any operating fees paid to the NCUA. 

(3) Mergers. (i) In the first calendar year 
following merger: 

(A) A continuing Federal credit union that 
has merged with one or more federally in-
sured credit unions must pay an operating 
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fee based on the average combined total as-
sets of the Federal credit union and any 
merged federally insured credit unions as re-
ported on NCUA Forms 5300 or 5310 in the 
four quarters immediately preceding the 
time the Board approves the agency’s budget 
in the merger year. 

(B) For purposes of this paragraph (b)(3), a 
purchase and assumption transaction where 
the continuing Federal credit union pur-
chases all or essentially all of the assets of 
another depository institution shall be 
deemed a merger. 

(ii) A Federal credit union that merges 
with a Federal or state-chartered credit 
union, or an entity not insured by the NCUA, 
will not receive a refund of any operating fee 
paid to the NCUA. 

(4) Liquidations. A Federal credit union 
placed in liquidation will not pay any oper-
ating fee after the date of liquidation. 

* * * * * 

§§ 701.7–701.13 [Reserved] 

§ 701.14 Change in official or senior 
executive officer in credit unions 
that are newly chartered or are in 
troubled condition. 

(a) Statement of scope and purpose. 
Section 212 of the Federal Credit Union 
Act (12 U.S.C. 1790a) sets forth condi-
tions under which a credit union must 
notify NCUA in writing of any pro-
posed changes in its board of directors, 
committee members or senior execu-
tive staff. The regulation only applies 
in cases of newly chartered credit 
unions and credit unions in troubled 
condition. 

(b) Definitions. For the purposes of 
this section: 

(1) Committee member means any indi-
vidual who serves as an official of the 
credit union in the capacity of a credit 
committee member or supervisory 
committee member. 

(2) Senior executive officer means a 
credit union’s chief executive officer 
(typically this individual holds the 
title of president or treasurer/man-
ager), any assistant chief executive of-
ficer (e.g., any assistant president, any 
vice president or any assistant treas-
urer/manager) and the chief financial 
officer (controller). The term ‘‘senior 
executive officer’’ also includes em-
ployees of an entity, such as a con-
sulting firm, hired to perform the func-
tions of positions covered by the regu-
lation. 

(3) In the case of an insured natural 
person credit union, Troubled condition 
means: 

(i) A federal credit union that has 
been assigned a 4 or 5 CAMEL com-
posite rating by NCUA; or 

(ii) A federally insured, state-char-
tered credit union that has been as-
signed a 4 or 5 CAMEL composite rat-
ing by either NCUA, after an on-site 
contact, or its state supervisor; or 

(iii) A federal credit union or a feder-
ally insured, state-chartered credit 
union that has been granted assistance 
under section 208 of the Federal Credit 
Union Act, 12 U.S.C. 1788, that remains 
outstanding and unextinguished. 

(4) In the case of an insured corporate 
credit union, Troubled condition means: 

(i) A Federal credit union that has 
been assigned a 4 or 5 CAMEL rating by 
NCUA; or 

(ii) A federally insured, state-char-
tered credit union that has been as-
signed a 4 or 5 CAMEL rating by either 
NCUA, after an on-site contact, or its 
state supervisor; or 

(iii) A Federal credit union or a fed-
erally insured, state-chartered credit 
union that has been granted assistance 
under section 208 of the Federal Credit 
Union Act, 12 U.S.C. 1788, that remains 
outstanding and unextinguished. 

(c) Procedures for Notice of Proposed 
Change in Official or Senior Executive Of-
ficer—(1) Prior Notice Requirement. An 
insured credit union must give NCUA 
written notice at least 30 days before 
the effective date of any addition or re-
placement of a member of the board of 
directors or committee member or the 
employment or change in responsibil-
ities of any individual to a position of 
senior executive officer if: 

(i) The credit union has been char-
tered for less than two years; or 

(ii) The credit union meets the defi-
nition of troubled condition in para-
graph (b)(3) or (4) of this section. 

(2) Waiver of Prior Notice—(i) Waiver 
requests. Parties may petition the ap-
propriate Regional Director for a waiv-
er of the prior notice required under 
this section. Waiver may be granted if 
it is found that delay could harm the 
credit union or the public interest. 

(ii) Automatic waiver. In the case of 
the election of a new member of the 
board of directors or credit committee 
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member at a meeting of the members 
of a federally insured credit union, the 
prior 30-day notice is automatically 
waived and the individual may imme-
diately begin serving, provided that a 
complete notice is filed with the appro-
priate Regional Director within 48 
hours of the election. If NCUA dis-
approves a director or credit com-
mittee member, the board of directors 
of the credit union may appoint its 
own alternate, to serve until the next 
annual meeting, contingent on NCUA 
approval. 

(iii) Effect on disapproval authority. A 
waiver does not affect the authority of 
NCUA to issue a Notice of Disapproval 
within 30 days of the waiver or within 
30 days of any subsequent required no-
tice. 

(3) Filing procedures—(i) Where to file. 
Notices will be filed with the appro-
priate Regional Director or, in the case 
of a corporate credit union, with the 
Director of the Office of National Ex-
aminations and Supervision. All ref-
erences to Regional Director will, for 
corporate credit unions, mean the Di-
rector of Office of National Examina-
tions and Supervision. State-chartered 
federally insured credit unions will 
also file a copy of the notice with their 
state supervisor. 

(ii) Contents. The notice must contain 
information about the competence, ex-
perience, character, or integrity of the 
individual on whose behalf the notice is 
submitted. The Regional Director or 
his or her designee may require addi-
tional information. The information 
submitted must include the identity, 
personal history, business background, 
and experience of the individual, in-
cluding material business activities 
and affiliations during the past five 
years, and a description of any mate-
rial pending legal or administrative 
proceedings in which the individual is a 
party and any criminal indictment or 
conviction of the individual by a state 
or federal court. Each individual on 
whose behalf the notice is filed must 
attest to the validity of the informa-
tion filed. At the option of the indi-
vidual, the information may be for-
warded to the Regional Director by the 
individual; however, in such cases, the 
credit union must file a notice to that 
effect. 

(iii) Processing. Within ten calendar 
days after receiving the notice, the Re-
gional Director will inform the credit 
union either that the notice is com-
plete or that additional, specified in-
formation is needed and must be sub-
mitted within 30 calendar days. If the 
initial notice is complete, the Regional 
Director will issue a written decision of 
approval or disapproval to the indi-
vidual and the credit union within 30 
calendar days of receipt of the notice. 
If the initial notice is not complete, 
the Regional Director will issue a writ-
ten decision within 30 calendar days of 
receipt of the original notice plus the 
amount of time the credit union takes 
to provide the requested additional in-
formation. If the additional informa-
tion is not submitted within 30 cal-
endar days of the Regional Director’s 
request, the Regional Director may ei-
ther disapprove the proposed individual 
or review the notice based on the infor-
mation provided. If the credit union 
and the individual have submitted all 
requested information and the Re-
gional Director has not issued a writ-
ten decision within the applicable time 
period, the individual is approved. 

(d) Commencement of Service. A pro-
posed director, committee member, or 
senior executive officer may begin 
service after the end of the 30-day pe-
riod or any other additional period as 
provided under paragraph (c)(3)(iii) of 
this section, unless the NCUA dis-
approves the notice before the end of 
the period. 

(e) Notice of disapproval. NCUA may 
disapprove the individual serving as a 
director, committee member or senior 
executive officer if it finds that the 
competence, experience, character, or 
integrity of the individual with respect 
to whom a notice under this section is 
submitted indicates that it would not 
be in the best interests of the members 
of the credit union or of the public to 
permit the individual to be employed 
by, or associated with, the credit 
union. The Notice of Disapproval will 
advise the parties of their rights to re-
quest reconsideration from the Re-
gional Director and/or file an appeal 
with the NCUA Board in accordance 
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with the procedures set forth in sub-
part B to part 746 of this chapter. 

[55 FR 43086, Oct. 26, 1990, as amended at 59 
FR 36042, July 15, 1994; 60 FR 31911, June 19, 
1995; 64 FR 28717, May 27, 1999; 66 FR 65624, 
Dec. 20, 2001; 69 FR 62562, Oct. 27, 2004; 75 FR 
34620, June 18, 2010; 78 FR 4029, Jan. 18, 2013; 
78 FR 32544, May 31, 2013; 78 FR 77564, Dec. 26, 
2013; 82 FR 50291, Oct. 30, 2017] 

§§ 701.15–701.18 [Reserved] 

§ 701.19 Benefits for employees of Fed-
eral credit unions. 

(a) General authority. A federal credit 
union may provide employee benefits, 
including retirement benefits, to its 
employees and officers who are com-
pensated in conformance with the Act 
and the bylaws, individually or collec-
tively with other credit unions. The 
kind and amount of these benefits 
must be reasonable given the federal 
credit union’s size, financial condition, 
and the duties of the employees. 

(b) Plan trustees and custodians. Where 
a federal credit union is the benefit 
plan trustee or custodian, the plan 
must be authorized and maintained in 
accordance with the provisions of part 
724 of this chapter. Where the benefit 
plan trustee or custodian is a party 
other than a federal credit union, the 
benefit plan must be maintained in ac-
cordance with applicable laws gov-
erning employee benefit plans, includ-
ing any applicable rules and regula-
tions issued by the Secretary of Labor, 
the Secretary of the Treasury, or any 
other federal or state authority exer-
cising jurisdiction over the plan. 

(c) Investment authority. A federal 
credit union investing to fund an em-
ployee benefit plan obligation is not 
subject to the investment limitations 
of the Act and part 703 or, as applica-
ble, part 704, of this chapter and may 
purchase an investment that would 
otherwise be impermissible if the in-
vestment is directly related to the fed-
eral credit union’s obligation or poten-
tial obligation under the employee ben-
efit plan and the federal credit union 
holds the investment only for as long 
as it has an actual or potential obliga-
tion under the employee benefit plan. 

(d) Defined benefit plans. Under para-
graph (c) of this section, a federal cred-
it union may invest to fund a defined 
benefit plan if the investment meets 

the conditions provided in that para-
graph. If a federal credit union invests 
to fund a defined benefit plan that is 
not subject to the fiduciary responsi-
bility provisions of part 4 of the Em-
ployee Retirement Income Security 
Act of 1974, it should diversify its in-
vestment portfolio to minimize the 
risk of large losses unless it is clearly 
prudent not to do so under the cir-
cumstances. 

(e) Liability insurance. No federal 
credit union may occupy the position 
of a fiduciary, as defined in the Em-
ployee Retirement Income Security 
Act of 1974 and the rules and regula-
tions issued by the Secretary of Labor, 
unless it has obtained appropriate li-
ability insurance as described and per-
mitted by Section 410(b) of the Em-
ployee Retirement Income Security 
Act of 1974. 

(f) Definitions. For this section, de-
fined benefit plan has the same mean-
ing as in 29 U.S.C. 1002(35) and em-
ployee benefit plan has the same mean-
ing as in 29 U.S.C. 1002(3). 

[68 FR 23027, Apr. 30, 2003] 

§ 701.20 Suretyship and guaranty. 
(a) Scope. This section authorizes a 

federal credit union to enter into a 
suretyship or guaranty agreement as 
an incidental powers activity. This sec-
tion does not apply to the guaranty of 
public deposits or the assumption of li-
ability for member accounts. 

(b) Definitions. A suretyship binds a 
federal credit union with its principal 
to pay or perform an obligation to a 
third person. Under a guaranty agree-
ment, a federal credit union agrees to 
satisfy the obligation of the principal 
only if the principal fails to pay or per-
form. The principal is the person pri-
marily liable, for whose performance of 
his obligation the surety or guarantor 
has become bound. 

(c) Requirements. The suretyship or 
guaranty agreement must be for the 
benefit of a principal that is a member 
and is subject to the following condi-
tions: 

(1) The federal credit union limits its 
obligations under the agreement to a 
fixed dollar amount and a specified du-
ration; 

(2) The federal credit union’s per-
formance under the agreement creates 
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an authorized loan that complies with 
the applicable lending regulations, in-
cluding the limitations on loans to one 
member or associated members or offi-
cials for purposes of §§ 701.21(c)(5), (d); 
723.4(c); and 

(3) The federal credit union obtains a 
segregated deposit from the member 
that is sufficient in amount to cover 
the federal credit union’s total poten-
tial liability. 

(d) Collateral. A segregated deposit 
under this section includes collateral: 

(1) In which the federal credit union 
has perfected its security interest (for 
example, if the collateral is a printed 
security, the federal credit union must 
have obtained physical control of the 
security, and, if the collateral is a book 
entry security, the federal credit union 
must have properly recorded its secu-
rity interest); and 

(2) That has a market value, at the 
close of each business day, equal to 100 
percent of the federal credit union’s 
total potential liability and is com-
posed of: 

(i) Cash; 
(ii) Obligations of the United States 

or its agencies; 
(iii) Obligations fully guaranteed by 

the United States or its agencies as to 
principal and interest; or 

(iv) Notes, drafts, or bills of exchange 
or banker’s acceptances that are eligi-
ble for rediscount or purchase by a 
Federal Reserve Bank; or 

(3) That has a market value equal to 
110 percent of the federal credit union’s 
total potential liability and is com-
posed of: 

(i) Real estate, the value of which is 
established by a signed appraisal or 
evaluation in accordance with part 722 
of this chapter. In determining the 
value of the collateral, the federal 
credit union must factor in the value of 
any existing senior mortgages, liens or 
other encumbrances on the property 
except those held by the principal to 
the suretyship or guaranty agreement; 
or 

(ii) Marketable securities that the 
federal credit union is authorized to in-
vest in. The federal credit union must 
ensure that the value of the security is 
110 percent of the obligation at all 

times during the term of the agree-
ment. 

[69 FR 8547, Feb. 25, 2004, as amended at 84 
FR 10975, Mar. 25, 2019] 

§ 701.21 Loans to members and lines of 
credit to members. 

(a) Statement of scope and purpose. 
Section 701.21 complements the provi-
sions of section 107(5) of the Federal 
Credit Union Act (12 U.S.C. 1757(5)) au-
thorizing Federal credit unions to 
make loans to members and issue lines 
of credit (including credit cards) to 
members. Section 107(5) of the Act con-
tains limitations on matters such as 
loan maturity, rate of interest, secu-
rity, and prepayment penalties. Sec-
tion 701.21 interprets and implements 
those provisions. In addition, § 701.21 
states the NCUA Board’s intent con-
cerning preemption of state laws, and 
expands the authority of Federal credit 
unions to enforce due-on-sale clauses in 
real property loans. Also, while § 701.21 
generally applies to Federal credit 
unions only, certain provisions apply 
to loans made by federally insured, 
state-chartered credit unions as speci-
fied in § 741.203 of this chapter. Part 722 
of this chapter sets forth requirements 
for appraisals for certain real estate se-
cured loans made under § 701.21 and any 
other applicable lending authority. Fi-
nally, it is noted that § 701.21 does not 
apply to loans by Federal credit unions 
to other credit unions (although cer-
tain statutory limitations in section 
107 of the Act apply), nor to loans to 
credit union organizations which are 
governed by section 107(5)(D) of the Act 
and part 712 of this chapter. 

(b) Relation to other laws—(1) Preemp-
tion of state laws. Section 701.21 is pro-
mulgated pursuant to the NCUA 
Board’s exclusive authority as set forth 
in section 107(5) of the Federal Credit 
Union Act (12 U.S.C 1757(5)) to regulate 
the rates, terms of repayment and 
other conditions of Federal credit 
union loans and lines of credit (includ-
ing credit cards) to members. This ex-
ercise of the Board’s authority pre-
empts any state law purporting to 
limit or affect: 

(i)(A) Rates of interest and amounts 
of finance charges, including: 
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(1) The frequency or the increments 
by which a variable interest rate may 
be changed; 

(2) The index to which a variable in-
terest rate may be tied; 

(3) The manner or timing of notifying 
the borrower of a change in interest 
rate; 

(4) The authority to increase the in-
terest rate on an existing balance; 

(B) Late charges; and 
(C) Closing costs, application, origi-

nation, or other fees; 
(ii) Terms of repayment, including: 
(A) The maturity of loans and lines 

of credit; 
(B) The amount, uniformity, and fre-

quency of payments, including the ac-
crual of unpaid interest if payments 
are insufficient to pay all interest due; 

(C) Balloon payments; and 
(D) Prepayment limits; 
(iii) Conditions related to: 
(A) The amount of the loan or line of 

credit; 
(B) The purpose of the loan or line of 

credit; 
(C) The type or amount of security 

and the relation of the value of the se-
curity to the amount of the loan or 
line of credit; 

(D) Eligible borrowers; and 
(E) The imposition and enforcement 

of liens on the shares of borrowers and 
accommodation parties. 

(2) Matters not preempted. Except as 
provided by paragraph (b)(1) of this sec-
tion, it is not the Board’s intent to pre-
empt state laws that do not affect 
rates, terms of repayment and other 
conditions described above concerning 
loans and lines of credit, for example: 

(i) Insurance laws; 
(ii) Laws related to transfer of and 

security interests in real and personal 
property (see, however, paragraph (g)(6) 
of this section concerning the use and 
exercise of due-on-sale clauses); 

(iii) Conditions related to: 
(A) Collection costs and attorneys’ 

fees; 
(B) Requirements that consumer 

lending documents be in ‘‘plain lan-
guage;’’ and 

(C) The circumstances in which a 
borrower may be declared in default 
and may cure default. 

(3) Other Federal law. Except as pro-
vided by paragraph (b)(1) of this sec-

tion, it is not the Board’s intent to pre-
empt state laws affecting aspects of 
credit transactions that are primarily 
regulated by Federal law other than 
the Federal Credit Union Act, for ex-
ample, state laws concering credit cost 
disclosure requirements, credit dis-
crimination, credit reporting practices, 
unfair credit practices, and debt collec-
tion practices. Applicability of state 
law in these instances should be deter-
mined pursuant to the preemption 
standards of the relevant Federal law 
and regulations. 

(4) Examination and enforcement. Ex-
cept as otherwise agreed by the NCUA 
Board, the Board retains exclusive ex-
amination and administrative enforce-
ment jurisdiction over Federal credit 
unions. Violations of Federal or appli-
cable state laws related to the lending 
activities of a Federal credit union 
should be referred to the appropriate 
NCUA regional office. 

(5) Definition of State law. For pur-
poses of paragraph (b) of this section 
‘‘state law’’ means the constitution, 
laws, regulations and judicial decisions 
of any state, the District of Columbia, 
the several territories and possessions 
of the United States, and the Common-
wealth of Puerto Rico. 

(c) General rules—(1) Scope. The fol-
lowing general rules apply to all loans 
to members and, where indicated, all 
lines of credit (including credit cards) 
to members, except as otherwise pro-
vided in the remaining provisions of 
§ 701.21. 

(2) Written policies. The board of direc-
tors of each Federal credit union shall 
establish written policies for loans and 
lines of credit consistent with the rel-
evant provisions of the Act, NCUA’s 
regulations, and other applicable laws 
and regulations. 

(3) Credit applications and overdrafts. 
Consistent with policies established by 
the board of directors, the credit com-
mittee or loan officer shall ensure that 
a credit application is kept on file for 
each borrower supporting the decision 
to make a loan or establish a line of 
credit. A credit union may advance 
money to a member to cover an ac-
count deficit without having a credit 
application from the borrower on file if 
the credit union has a written over-
draft policy. The policy must: set a cap 
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on the total dollar amount of all over-
drafts the credit union will honor con-
sistent with the credit union’s ability 
to absorb losses; establish a time limit 
not to exceed forty-five calendar days 
for a member either to deposit funds or 
obtain an approved loan from the cred-
it union to cover each overdraft; limit 
the dollar amount of overdrafts the 
credit union will honor per member; 
and establish the fee and interest rate, 
if any, the credit union will charge 
members for honoring overdrafts. 

(4) Maturity—(i) In general. The matu-
rity of a loan to a member may not ex-
ceed 15 years. Lines of credit are not 
subject to a statutory or regulatory 
maturity limit. Amortization of line of 
credit balances and the type and 
amount of security on any line of cred-
it shall be as determined by contract 
between the Federal credit union and 
the member/borrower. In the case of a 
lending action that qualifies as a ‘‘new 
loan’’ under GAAP, the new loan’s ma-
turity is calculated from the new date 
of origination. 

(ii) Exceptions. Notwithstanding the 
general 15-year maturity limit on loans 
to members, a federal credit union may 
make loans with maturities: 

(A) As specified in the law, regula-
tions or program under which a loan is 
secured, in full or in part, by the insur-
ance or guarantee of, or with an ad-
vance commitment to purchase the 
loan, in full or in part, by the Federal 
Government, a State government or 
any agency of either, as provided in 
paragraph (e) of this section; 

(B) of up to 20 years or such longer 
term as is provided in paragraph (f) of 
this section; and 

(C) of up to 40 years or such longer 
term as is provided in paragraph (g) of 
this section. 

(5) Ten percent limit. No loan or line of 
credit advance may be made to any 
member if such loan or advance would 
cause that member to be indebted to 
the Federal credit union upon loans 
and advances made to the member in 
an aggregate amount exceeding 10% of 
the credit union’s total unimpaired 
capital and surplus. In the case of loan 
participations as defined in § 701.22(a) of 
this part and commercial loans as de-
fined in § 723.2 of this chapter, addi-
tional limitations apply as set forth in 

§ 701.22(b)(5)(iv) of this part and 
§ 723.4(c) of this chapter. 

(6) Early payment. A member may 
repay a loan, or outstanding balance on 
a line of credit, prior to maturity in 
whole or in part on any business day 
without penalty. 

(7) Loan interest rates—(i) General. Ex-
cept when the Board establishes a high-
er maximum rate, federal credit unions 
may not extend credit to members at 
rates exceeding 15 percent per year on 
the unpaid balance inclusive of all fi-
nance charges. Federal credit unions 
may use variable rates of interest but 
only if the effective rate over the term 
of a loan or line of credit does not ex-
ceed the maximum permissible rate. 

(ii) Temporary rates. (A) At least 
every 18 months, the Board will deter-
mine if federal credit unions may ex-
tend credit to members at an interest 
rate exceeding 15 percent. After con-
sultation with appropriate congres-
sional committees, the Department of 
Treasury, and other federal financial 
institution regulatory agencies, the 
Board may establish a rate exceeding 
the 15 percent per year rate, if it deter-
mines money market interest rates 
have risen over the preceding six- 
month period and prevailing interest 
rate levels threaten the safety and 
soundness of individual federal credit 
unions as evidenced by adverse trends 
in liquidity, capital, earnings, and 
growth. 

(B) When the Board establishes a 
higher maximum rate, the Board will 
provide notice to federal credit unions 
of the adjusted rate by issuing a Letter 
to Federal Credit Unions, as well as pro-
viding information in other NCUA pub-
lications and in a statement for the 
press. 

(C) Federal credit unions may con-
tinue to charge rates exceeding the es-
tablished maximum rate only on exist-
ing loans or lines of credit made before 
the effective date of any lowering of 
the maximum rate. 

(iii) Payday alternative loans (PALs 
I)—(A) Minimum requirements for PALs I. 
Notwithstanding any other provision of 
this section, a federal credit union may 
charge an interest rate that is 1000 
basis points above the maximum inter-
est rate established by the Board under 
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paragraph (c)(7)(ii) of this section pro-
vided the federal credit union is offer-
ing closed-end credit, as defined in 
§ 1026.2(a)(10) of this title, in accordance 
with the following conditions: 

(1) The principal of the payday alter-
native loan is not less than $200 or 
more than $1,000; 

(2) The payday alternative loan has a 
minimum maturity of one month and a 
maximum maturity of six months; 

(3) The federal credit union does not 
make more than three payday alter-
native loans provided under either this 
paragraph (c)(7)(iii) or paragraph 
(c)(7)(iv) of this section in any rolling 
six-month period to any one borrower 
and does not make more than one pay-
day alternative loan provided under ei-
ther this paragraph (c)(7)(iii) or para-
graph (c)(7)(iv) of this section at a time 
to any borrower; 

(4) The federal credit union does not 
rollover any payday alternative loan 
provided under this paragraph (c)(7)(iii) 
or paragraph (c)(7)(iv) of this section, 
provided that the prohibition against 
rollovers does not apply to an exten-
sion of a payday alternative loan term 
within the maximum loan term set 
forth in paragraph (c)(7)(iii)(A)(3) of 
this section that does not include any 
additional fees assessed or extend addi-
tional credit to the borrower; 

(5) The federal credit union fully am-
ortizes the payday alternative loan; 

(6) The federal credit union requires 
the borrower to be a member of the 
credit union for at least one month be-
fore receiving a payday alternative 
loan provided under this paragraph 
(c)(7)(iii); 

(7) The federal credit union charges a 
reasonable application fee to all mem-
bers applying for a new payday alter-
native loan offered under this para-
graph (c)(7)(iii) that reflects the actual 
costs associated with processing the 
application, but that in no case exceeds 
$20; and 

(8) The federal credit union includes, 
in its written lending policies, a limit 
on the aggregate dollar amount of pay-
day alternative loans made under this 
paragraph (c)(7)(iii) and paragraph 
(c)(7)(iv) of this section that does not 
exceed an aggregate of 20% of net 
worth and implements appropriate un-
derwriting guidelines to minimize risk, 

such as, requiring a borrower to verify 
employment by providing at least two 
recent pay stubs. 

(B) PALs I guidance and best practices. 
In developing a successful payday al-
ternative loan program, a federal cred-
it union should consider how the pro-
gram would benefit a member’s finan-
cial well-being while considering the 
higher degree of risk associated with 
this type of lending. The guidance and 
best practices are intended to help fed-
eral credit unions minimize risk and 
develop a successful program, but are 
not an exhaustive checklist and do not 
guarantee a successful program with a 
low degree of risk. 

(1) Program features. Several features 
that may increase the success of a pay-
day alternative loan program and en-
hance member benefit include adding a 
savings component, financial edu-
cation, reporting of members’ payment 
of payday alternative loans to credit 
bureaus, or electronic loan trans-
actions as part of a payday alternative 
loan program. In addition, although a 
federal credit union cannot require 
members to authorize a payroll deduc-
tion, a federal credit union should en-
courage or incentivize members to uti-
lize payroll deduction. 

(2) Underwriting. Federal credit 
unions should develop minimum under-
writing standards that account for a 
member’s need for quickly available 
funds, while adhering to principles of 
responsible lending. Underwriting 
standards should address required doc-
umentation for proof of employment or 
income, including at least two recent 
paycheck stubs. Federal credit unions 
should be able to use a borrower’s proof 
of recurring income as the key cri-
terion in developing standards for ma-
turity lengths and loan amounts so a 
borrower can manage repayment of the 
loan. For members with established ac-
counts, federal credit unions should 
only need to review a member’s ac-
count records and proof of recurring in-
come or employment. 

(3) Risk avoidance. Federal credit 
unions should consider risk avoidance 
strategies, including requiring mem-
bers to participate in direct deposit 
and conducting a thorough evaluation 
of the federal credit union’s resources 
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and ability to engage in a payday alter-
native loan program. 

(iv) Payday alternative loans (PALs 
II)—(A) Minimum requirements for PALs 
II. Notwithstanding any other provi-
sion of this section, a federal credit 
union may charge an interest rate that 
is 1000 basis points above the maximum 
interest rate established by the Board 
under paragraph (c)(7)(ii) of this sec-
tion provided the federal credit union 
is offering closed-end credit, as defined 
in § 1026.2(a)(10) of this title, in accord-
ance with the following conditions: 

(1) The principal of the payday alter-
native loan is not more than $2,000; 

(2) The payday alternative loan has a 
minimum maturity of one month and a 
maximum maturity of 12 months; 

(3) The federal credit union does not 
make more than three payday alter-
native loans provided either under 
paragraph (c)(7)(iii) of this section or 
this paragraph (c)(7)(iv) in any rolling 
six-month period to any one borrower 
and does not make more than one pay-
day alternative loan provided under ei-
ther paragraph (c)(7)(iii) of this section 
or this paragraph (c)(7)(iv) at a time to 
any borrower; 

(4) The federal credit union does not 
rollover any payday alternative loan 
provided under paragraph (c)(7)(iii) of 
this section or this paragraph (c)(7)(iv), 
provided that the prohibition against 
rollovers does not apply to an exten-
sion of a payday alternative loan term 
within the maximum loan term set 
forth in paragraph (c)(7)(iv)(A)(3) of 
this section that does not include any 
additional fees assessed or extend addi-
tional credit to the borrower; 

(5) The federal credit union fully am-
ortizes the payday alternative loan; 

(6) The federal credit union charges a 
reasonable application fee to all mem-
bers applying for a new payday alter-
native loan offered under this para-
graph (c)(7)(iv) that reflects the actual 
costs associated with processing the 
application, but that in no case exceeds 
$20; 

(7) The federal credit union does not 
assess a fee or charge, including a non- 
sufficient funds fee, on the borrower’s 
account pursuant to the federal credit 
union’s overdraft service, as defined in 
§ 1005.17(a) of this title, in connection 
with any payday alternative loan pro-

vided under this paragraph (c)(7)(iv); 
and 

(8) The federal credit union includes, 
in its written lending policies, a limit 
on the aggregate dollar amount of pay-
day alternative loans made under para-
graph (c)(7)(iii) of this section and this 
paragraph (c)(7)(iv) that does not ex-
ceed an aggregate of 20% of net worth 
and implements appropriate under-
writing guidelines to minimize risk, 
such as, requiring a borrower to verify 
employment by providing at least two 
recent pay stubs. 

(B) PALs II guidance and best prac-
tices. In developing a successful payday 
alternative loan program, a federal 
credit union should consider how the 
program would benefit a member’s fi-
nancial well-being while considering 
the higher degree of risk associated 
with this type of lending. The guidance 
and best practices are intended to help 
federal credit unions minimize risk and 
develop a successful program, but are 
not an exhaustive checklist and do not 
guarantee a successful program with a 
low degree of risk. 

(1) Program features. Several features 
that may increase the success of a pay-
day alternative loan program and en-
hance member benefit include adding a 
savings component, financial edu-
cation, reporting of members’ payment 
of payday alternative loans to credit 
bureaus, or electronic loan trans-
actions as part of a payday alternative 
loan program. In addition, although a 
federal credit union cannot require 
members to authorize a payroll deduc-
tion, a federal credit union should en-
courage or incentivize members to uti-
lize payroll deduction. 

(2) Underwriting. Federal credit 
unions should develop minimum under-
writing standards that account for a 
member’s need for quickly available 
funds, while adhering to principles of 
responsible lending. Underwriting 
standards should address required doc-
umentation for proof of employment or 
income, including at least two recent 
paycheck stubs. Federal credit unions 
should be able to use a borrower’s proof 
of recurring income as the key cri-
terion in developing standards for ma-
turity lengths and loan amounts so a 
borrower can manage repayment of the 
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loan. For members with established ac-
counts, federal credit unions should 
only need to review a member’s ac-
count records and proof of recurring in-
come or employment. 

(3) Risk avoidance. Federal credit 
unions should consider risk avoidance 
strategies, including requiring mem-
bers to participate in direct deposit 
and conducting a thorough evaluation 
of the federal credit union’s resources 
and ability to engage in a payday alter-
native loan program. 

(8)(i) Except as otherwise provided 
herein, no official or employee of a 
Federal credit union, or immediate 
family member of an official or em-
ployee of a Federal credit union, may 
receive, directly or indirectly, any 
commission, fee, or other compensa-
tion in connection with any loan made 
by the credit union. 

(ii) For the purposes of this section: 
Compensation includes non-monetary 

items, except those of nominal value. 
Immediate family member means a 

spouse or other family member living 
in the same household. 

Loan includes line of credit. 
Official means any member of the 

board of directors or a volunteer com-
mittee. 

Person means an individual or an or-
ganization. 

Senior management employee means 
the credit union’s chief executive offi-
cer (typically, this individual holds the 
title of President or Treasurer/Man-
ager), any assistant chief executive of-
ficers (e.g., Assistant President, Vice 
President, or Assistant Treasurer/Man-
ager), and the chief financial officer 
(Comptroller). 

Volunteer official means an official of 
a credit union who does not receive 
compensation from the credit union 
solely for his or her service as an offi-
cial. 

(iii) This section does not prohibit: 
(A) Payment, by a Federal credit 

union, of salary to employees; 
(B) Payment, by a Federal credit 

union, of an incentive or bonus to an 
employee based on the credit union’s 
overall financial performance; 

(C) Payment, by a Federal credit 
union, of an incentive or bonus to an 
employee, other than a senior manage-
ment employee, in connection with a 

loan or loans made by the credit union, 
provided that the board of directors of 
the credit union establishes written 
policies and internal controls in con-
nection with such incentive or bonus 
and monitors compliance with such 
policies and controls at least annually. 

(D) Receipt of compensation from a 
person outside a Federal credit union 
by a volunteer official or non-senior- 
management employee of the credit 
union, or an immediate family member 
of a volunteer official or employee of 
the credit union, for a service or activ-
ity performed outside the credit union, 
provided that no referral has been 
made by the credit union or the offi-
cial, employee, or family member. 

(d) Loans and lines of credit to offi-
cials—(1) Purpose. Sections 107(5)(A) (iv) 
and (v) of the Act require the approval 
of the board of directors of the Federal 
credit union in any case where the ag-
gregate of loans to an official and loans 
on which the official serves as endorser 
or guarantor exceeds $20,000 plus 
pledged shares. This paragraph imple-
ments the requirement by establishing 
procedures for determining whether 
board of directors’s approval is re-
quired. The section also prohibits pref-
erential treatment of officials. 

(2) Official. An ‘‘official’’ is any mem-
ber of the board of directors, credit 
committee or supervisory committee. 

(3) Initial approval. All applications 
for loans or lines of credit on which an 
official will be either a direct obligor 
or an endorser, cosigner or guarantor 
shall be initially acted upon by either 
the board of directors, the credit com-
mittee or a loan officer, as specified in 
the Federal credit union’s bylaws. 

(4) Board of Directors’ review. The 
board of directors shall, in any case, re-
view and approve or deny an applica-
tion on which an official is a direct ob-
ligor, endorser, cosigner or guarantor if 
the following computation produces a 
total in excess of $20,000: 

(i) Add: 
(A) The amount of the current appli-

cation. 
(B) The outstanding balances of 

loans, including the used portion of an 
approved line of credit, extended to or 
endorsed, cosigned or guaranteed by 
the official. 

VerDate Sep<11>2014 14:14 Apr 02, 2021 Jkt 253041 PO 00000 Frm 00471 Fmt 8010 Sfmt 8010 Q:\12\12V7.TXT PC31kp
ay

ne
 o

n 
V

M
O

F
R

W
IN

70
2 

w
ith

 $
$_

JO
B



462 

12 CFR Ch. VII (1–1–21 Edition) § 701.21 

(C) The total unused portion of ap-
proved lines of credit extended to or 
endorsed, cosigned or guaranteed by 
the official. 

(ii) From the above total subtract: 
(A) The amount of shares pledged by 

the official on loans or lines of credit 
extended to or endorsed, cosigned or 
guaranteed by the official. 

(B) The amount of shares to be 
pledged by the official on the loan or 
line of credit applied for. 

(5) Nonpreferential treatment. The 
rates, terms and conditions on any 
loan or line of credit either made to, or 
endorsed or guaranteed by— 

(i) An official, 
(ii) An immediate family member of 

an official, or 
(iii) Any individual having a common 

ownership, investment or other pecu-
niary interest in a business enterprise 
with an official or with an immediate 
family member of an official shall not 
be more favorable than the rates, 
terms and conditions for comparable 
loans or lines of credit to other credit 
union members. ‘‘Immediate family 
member’’ means a spouse or other fam-
ily member living in the same house-
hold. 

(e) Insured, guaranteed, and advance 
commitment loans. Notwithstanding the 
general 15-year maturity limit on loans 
to members in paragraph (c)(4) of this 
section, a loan secured, in full or in 
part, by the insurance or guarantee of, 
or with an advance commitment to 
purchase the loan, in full or in part, by 
the Federal Government, a State gov-
ernment or any agency of either, may 
be made for the maturity and under 
the terms and conditions, including 
rate of interest, specified in the law, 
regulations or program under which 
the insurance, guarantee or commit-
ment is provided. 

(f) 20-Year Loans. (1) Notwithstanding 
the general 15-year maturity limit on 
loans to members in paragraph (c)(4) of 
this section, a federal credit union may 
make loans with maturities of up to 20 
years in the case of: 

(i) A loan to finance the purchase of 
a mobile home if the mobile home will 
be used as the member-borrower’s resi-
dence and the loan is secured by a first 
lien on the mobile home, and the mo-
bile home meets the requirements for 

the home mortgage interest deduction 
under the Internal Revenue Code, 

(ii) A second mortgage loan (or a 
nonpurchase money first mortgage 
loan in the case of a residence on which 
there is no existing first mortgage) if 
the loan is secured by a residential 
dwelling which is the residence of the 
member-borrower, and 

(iii) A loan to finance the repair, al-
teration, or improvement of a residen-
tial dwelling which is the residence of 
the member-borrower. 

(2) For purposes of this paragraph (f), 
mobile home may include a rec-
reational vehicle, house trailer or boat. 

(3) Notwithstanding the general 20- 
year maturity limit on second mort-
gage loans, a federal credit union par-
ticipating in the Department of the 
Treasury’s Making Home Affordable 
Program may extend the term of a 
modified second mortgage to match 
the term of a modified first mortgage, 
in accordance with applicable program 
guidelines. 

(g) Long-Term Mortgage Loans—(1) Au-
thority. Notwithstanding the general 
15-year maturity limit on loans to 
members in paragraph (c)(4) of this sec-
tion, a federal credit union may make 
residential real estate loans to mem-
bers, including loans secured by manu-
factured homes permanently affixed to 
the land, with maturities of up to 40 
years, or such longer period as may be 
permitted by the NCUA Board on a 
case-by-case basis, subject to the con-
ditions of this paragraph (g). 

(2) Statutory limits. The loan shall be 
made on a one to four family dwelling 
that is or will be the principal resi-
dence of the member-borrower and the 
loan shall be secured by a perfected 
first lien in favor of the credit union on 
such dwelling (or a perfected first secu-
rity interest in the case of either a res-
idential cooperative or a leasehold or 
ground rent estate). 

(3) Loan application. The loan applica-
tion shall be a completed standard Fed-
eral Housing Administration, Veterans 
Administration, Federal Home Loan 
Mortgage Corporation, Federal Na-
tional Mortgage Association or Federal 
Home Loan Mortgage Corporation/Fed-
eral National Mortgage Association ap-
plication form. In lieu of use of a 
standard application the Federal credit 

VerDate Sep<11>2014 14:14 Apr 02, 2021 Jkt 253041 PO 00000 Frm 00472 Fmt 8010 Sfmt 8010 Q:\12\12V7.TXT PC31kp
ay

ne
 o

n 
V

M
O

F
R

W
IN

70
2 

w
ith

 $
$_

JO
B



463 

National Credit Union Administration § 701.21 

union may have a current attorney’s 
opinion on file stating that the forms 
in use meet the requirements of appli-
cable Federal, state and local laws. 

(4) Security instrument and note. The 
security instrument and note shall be 
executed on the most current version 
of the FHA, VA, FHLMC, FNMA, or 
FHLMC/FNMA Uniform Instruments 
for the jurisdiction in which the prop-
erty is located. No prepayment penalty 
shall be allowed, although a Federal 
credit union may require that any par-
tial prepayments be made on the date 
monthly installments are due and be in 
the amount of that part of one or more 
monthly installments that would be 
applicable to principal. In lieu of use of 
a standard security instrument and 
note, the Federal credit union may 
have a current attorney’s opinion on 
file stating that the security instru-
ment and note in use meet the require-
ments of applicable Federal, state and 
local laws. 

(5) First lien, territorial limits. The loan 
shall be secured by a perfected first 
lien or first security interest in favor 
of the credit union supported by a 
properly executed and recorded secu-
rity instrument. No loan shall be se-
cured by a residence located outside 
the United States of America, its terri-
tories and possessions, or the Common-
wealth of Puerto Rico. 

(6) Due-on-sale clauses. (i) Except as 
otherwise provided herein, the exercise 
of a due-on-sale clause by a Federal 
credit union is governed exclusively by 
section 341 of Pub. L. 97–320 and by any 
regulations issued by the Federal Home 
Loan Bank Board implementing sec-
tion 341. 

(ii) In the case of a contract involv-
ing a long-term (greater than fifteen 
years), fixed rate first mortgage loan 
which was made or assumed, including 
a transfer of the liened property sub-
ject to the loan, during the period be-
ginning on the date a State adopted a 
constitutional provision or statute pro-
hibiting the exercise of due-on-sale 
clauses, or the date on which the high-
est court of such state has rendered a 
decision (or if the highest court has not 
so decided, the date on which the next 
highest court has rendered a decision 
resulting in a final judgment if such 
decision applies statewide) prohibiting 

such exercise, and ending on October 
15, 1982, a Federal credit union may ex-
ercise a due-on-sale clause in the case 
of a transfer which occurs on or after 
November 18, 1982, unless exercise of 
the due-on-sale clause would be based 
on any of the following: 

(A) The creation of a lien or other en-
cumbrance subordinate to the lender’s 
security instrument which does not re-
late to a transfer of rights of occu-
pancy in the property; 

(B) The creation of a purchase money 
security interest for household appli-
ances; 

(C) A transfer by devise, descent, or 
operation of law on the death of a joint 
tenant or tenant by the entirety; 

(D) The granting of a leasehold inter-
est of 3 years or less not containing an 
option to purchase; 

(E) A transfer to a relative resulting 
from the death of a borrower; 

(F) A transfer where the spouse or 
children of the borrower become an 
owner of the property; 

(G) A transfer resulting from a decree 
of a dissolution of marriage, a legal 
separation agreement, or from an inci-
dental property settlement agreement, 
by which the spouse of the borrower be-
comes an owner of the property; 

(H) A transfer into an inter vivos 
trust in which the borrower is and re-
mains a beneficiary and which does not 
relate to a transfer of rights of occu-
pancy in the property; or 

(I) Any other transfer or disposition 
described in regulations promulgated 
by the Federal Home Loan Bank Board. 

(7) Assumption of real estate loans by 
nonmembers. A Federal credit union 
may permit a nonmember to assume a 
member’s mortgage loan in conjunc-
tion with the nonmember’s purchase of 
the member’s principal residence, pro-
vided that the nonmember assumes 
only the remaining unpaid balance of 
the loan, the terms of the loan remain 
unchanged, and there is no extension of 
the original maturity date specified in 
the loan agreement with the member. 
An assumption is impermissible if the 
original loan was made with the intent 
of having a nonmember assume the 
loan. 

(h) Third-party servicing of indirect ve-
hicle loans. (1) A federally insured cred-
it union must not acquire any vehicle 
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loan, or any interest in a vehicle loan, 
serviced by a third-party servicer if the 
aggregate amount of vehicle loans and 
interests in vehicle loans serviced by 
that third-party servicer and its affili-
ates would exceed: 

(i) 50 percent of the credit union’s net 
worth during the initial thirty months 
of that third-party servicing relation-
ship; or 

(ii) 100 percent of the credit union’s 
net worth after the initial thirty 
months of that third-party servicing 
relationship. 

(2) Regional directors may grant a 
waiver of the limits in paragraph (h)(1) 
of this section to permit greater limits 
upon written application by a credit 
union. In determining whether to grant 
or deny a waiver, a regional director 
will consider: 

(i) The credit union’s understanding 
of the third-party servicer’s organiza-
tion, business model, financial health, 
and the related program risks; 

(ii) The credit union’s due diligence 
in monitoring and protecting against 
program risks; 

(iii) If contracts between the credit 
union and the third-party servicer 
grant the credit union sufficient con-
trol over the servicer’s actions and pro-
vide for replacing an inadequate 
servicer; and 

(iv) Other factors relevant to safety 
and soundness. 

(3) A regional director will provide a 
written determination on a waiver re-
quest within 45 calendar days after re-
ceipt of the request; however, the 45- 
day period will not begin until the re-
questing credit union has submitted all 
necessary information to the regional 
director. If the regional director does 
not provide a written determination 
within the 45-day period the request is 
deemed denied. A credit union may re-
quest the regional director to recon-
sider a denied waiver request and/or 
file an appeal with the NCUA Board in 
accordance with the procedures set 
forth in subpart B to part 746 of this 
chapter. 

(4) For purposes of paragraph (h) of 
this section: 

(i) The term ‘‘third-party servicer’’ 
means any entity, other than a feder-
ally-insured depository institution or a 
wholly-owned subsidiary of a federally- 

insured depository institution, that re-
ceives any scheduled, periodic pay-
ments from a borrower pursuant to the 
terms of a loan and distributes pay-
ments of principal and interest and any 
other payments with respect to the 
amounts received from the borrower as 
may be required pursuant to the terms 
of the loan. The term also excludes any 
servicing entity that meets the fol-
lowing three requirements: 

(A) Has a majority of its voting in-
terests owned by federally-insured 
credit unions; 

(B) Includes in its servicing agree-
ments with credit unions a provision 
that the servicer will provide NCUA 
with complete access to its books and 
records and the ability to review its in-
ternal controls as deemed necessary by 
NCUA in carrying out NCUA’s respon-
sibilities under the Act; and 

(C) Has its credit union clients pro-
vide a copy of the servicing agreement 
to their regional directors. 

(ii) The term ‘‘its affiliates,’’ as it re-
lates to the third-party servicer, means 
any entities that: 

(A) Control, are controlled by, or are 
under common control with, that 
third-party servicer; or 

(B) Are under contract with that 
third-party servicer or other entity de-
scribed in paragraph (h)(4)(ii)(A) of this 
section. 

(iii) The term ‘‘vehicle loan’’ means 
any installment vehicle sales contract 
or its equivalent that is reported as an 
asset under generally accepted ac-
counting principles. The term does not 
include: 

(A) Loans made directly by a credit 
union to a member, or 

(B) Loans in which neither the third- 
party servicer nor any of its affiliates 
are involved in the origination, under-
writing, or insuring of the loan or the 
process by which the credit union ac-
quires its interest in the loan. 

(iv) The term ‘‘net worth’’ means the 
retained earnings balance of the credit 
union at quarter end as determined 
under generally accepted accounting 
principles and as further defined in 
§ 702.2(f) of this chapter. 

(i) Put option purchases in managing 
increased interest-rate risk for real estate 
loans produced for sale on the secondary 
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market—(1) Definitions. For purposes of 
§ 701.21(i): 

(i) Financial options contract means an 
agreement to make or take delivery of 
a standardized financial instrument 
upon demand by the holder of the con-
tract at any time prior to the expira-
tion date specified in the agreement, 
under terms and conditions established 
either by: 

(A) A contract market designated for 
trading such contracts by the Com-
modity Futures Trading Commission, 
or 

(B) By a Federal credit union and a 
primary dealer in Government securi-
ties that are counterparties in an over- 
the-counter transaction. 

(ii) FHLMC security means obliga-
tions or other securities which are or 
ever have been sold by the Federal 
Home Loan Mortgage Corporation pur-
suant to section 305 or 306 of the Fed-
eral Home Loan Mortgage Corporation 
Act (12 U.S.C. 1454 and 1455). 

(iii) FNMA security means an obliga-
tion, participation, or any instrument 
of or issued by, or fully guaranteed as 
to principal and interest by, the Fed-
eral National Mortgage Association. 

(iv) GNMA security means an obliga-
tion, participation, or any instrument 
of or issued by, or fully guaranteed as 
to principal and interest by, the Gov-
ernment National Mortgage Associa-
tion. 

(v) Long position means the holding of 
a financial options contract with the 
option to make or take delivery of a fi-
nancial instrument. 

(vi) Primary dealer in Government secu-
rities means: 

(A) A member of the Association of 
Primary Dealers in United States Gov-
ernment Securities; or 

(B) Any parent, subsidiary, or affili-
ated entity of such primary dealer 
where the member guarantees (to the 
satisfaction of the FCU’s board of di-
rectors) over-the-counter sales of fi-
nancial options contracts by the par-
ent, subsidiary, or affiliated entity to a 
Federal credit union. 

(vii) Put means a financial options 
contract which entitles the holder to 
sell, entirely at the holder’s option, a 
specified quantity of a security at a 
specified price at any time until the 
stated expiration date of the contract. 

(2) Permitted options transactions. A 
Federal credit union may, to manage 
risk of loss through a decrease in value 
of its commitments to originate real 
estate loans at specified interest rates, 
enter into long put positions on GNMA, 
FNMA, and FHLMC securities: 

(i) If the real estate loans are to be 
sold on the secondary market within 
ninety (90) days of closing; 

(ii) If the positions are entered into: 
(A) Through a contract market des-

ignated by the Commodity Futures 
Trading Commission for trading such 
contracts, or 

(B) With a primary dealer in Govern-
ment securities; 

(iii) If the positions are entered into 
pursuant to written policies and proce-
dures which are approved by the Fed-
eral credit union’s board of directors, 
and include, at a minimum: 

(A) The Federal credit union’s strat-
egy in using financial options con-
tracts and its analysis of how the strat-
egy will reduce sensitivity to changes 
in price or interest rates in its commit-
ments to originate real estate loans at 
specified interest rates; 

(B) A list of brokers or other inter-
mediaries through which positions may 
be entered into; 

(C) Quantitative limits (e.g., position 
and stop loss limits) on the use of fi-
nancial options contracts; 

(D) Identification of the persons in-
volved in financial options contract 
transactions, including a description of 
these persons’ qualifications, duties, 
and limits of authority, and descrip-
tion of the procedures for segregating 
these persons’ duties, 

(E) A requirement for written reports 
for review by the Federal credit union’s 
board of directors at its monthly meet-
ings, or by a committee appointed by 
the board on a monthly basis, of: 

(1) The type, amount, expiration 
date, correlation, cost of, and current 
or projected income or loss from each 
position closed since the last board re-
view, each position currently open and 
current gains or losses from such posi-
tions, and each position planned to be 
entered into prior to the next board re-
view; 

(2) Compliance with limits estab-
lished on the policies and procedures; 
and 
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(3) The extent to which the positions 
described contributed to reduction of 
sensitivity to changes in prices or in-
terest rates in the Federal credit 
union’s commitments to originate real 
estate loans at a specified interest 
rate; and 

(iv) If the Federal credit union has 
received written permission from the 
appropriate NCUA Regional Director to 
engage in financial options contracts 
transactions in accordance with this 
§ 701.21(i) and its policies and proce-
dures as written. 

(3) Recordkeeping and reporting. (i) 
The reports described in 
§ 701.21(i)(2)(iii)(E) for each month must 
be submitted to the appropriate NCUA 
Regional Office by the end of the fol-
lowing month. This monthly reporting 
requirement may be waived by the ap-
propriate NCUA Regional Director on a 
case-by-case basis for those Federal 
credit unions with a proven record of 
responsible use of permitted financial 
options contracts. 

(ii) The records described in 
§ 701.21(i)(2)(iii)(E) must be retained for 
two years from the date the financial 
options contracts are closed. 

(4) Accounting. A federal credit union 
must account for financial options con-
tracts transactions in accordance with 
generally accepted accounting prin-
ciples. 

[49 FR 30685, Aug. 1, 1984] 

EDITORIAL NOTE: For FEDERAL REGISTER ci-
tations affecting § 701.21, see the List of CFR 
Sections Affected, which appears in the 
Finding Aids section of the printed volume 
and at www.govinfo.gov. 

EFFECTIVE DATE NOTE: At 80 FR 66706, Oct. 
29, 2015, § 701.21 was amended in paragraph 
(h)(4)(iv) by removing ‘‘§ 702.2(f)’’ and adding 
‘‘§ 702.2’’ in its place, effective Jan. 1, 2019. At 
83 FR 55467, Nov. 6, 2018, the effective date 
was delayed until Jan. 1, 2020. At 84 FR 68781, 
Dec. 17, 2019, the effective date was further 
delayed until Jan. 1, 2022. 

§ 701.22 Loan participations. 
This section applies only to loan par-

ticipations as defined in paragraph (a) 
of this section. It does not apply to the 
purchase of an investment interest in a 
pool of loans. This section establishes 
the requirements a federally insured 
credit union must satisfy to purchase a 
participation in a loan. This section 

applies only to a federally insured 
credit union’s purchase of a loan par-
ticipation where the borrower is not a 
member of that credit union and where 
a continuing contractual obligation be-
tween the seller and purchaser is con-
templated. Generally, a federal credit 
union’s purchase of all or part of a loan 
made to one of its own members, sub-
ject to a limited exception for certain 
well capitalized federal credit unions in 
§ 701.23(b)(2), where no continuing con-
tractual obligation between the seller 
and purchaser is contemplated, is gov-
erned by § 701.23 of this part. Federally 
insured state-chartered credit unions 
are required by § 741.225 of this chapter 
to comply with the loan participation 
requirements of this section. This sec-
tion does not apply to corporate credit 
unions, as that term is defined in § 704.2 
of this chapter. 

(a) For purposes of this section, the 
following definitions apply: 

Associated borrower means any other 
person or entity with a shared owner-
ship, investment, or other pecuniary 
interest in a business or commercial 
endeavor with the borrower. This 
means any person or entity named as a 
borrower or debtor in a loan or exten-
sion of credit, or any other person or 
entity, such as a drawer, endorser, or 
guarantor, engaged in a common enter-
prise with the borrower, or deriving a 
direct benefit from the loan to the bor-
rower. Exceptions to this definition for 
partnerships, joint ventures and asso-
ciations are as follows: 

(1) If the borrower is a partnership, 
joint venture or association, and the 
other person with a shared ownership, 
investment, or other pecuniary inter-
est in a business or commercial en-
deavor with the borrower is a member 
or partner of the borrower, and neither 
a direct benefit nor a common enter-
prise exists, such other person is not an 
associated borrower. 

(2) If the borrower is a member or 
partner of a partnership, joint venture, 
or association, and the other entity 
with a shared ownership, investment, 
or other pecuniary interest in a busi-
ness or commercial endeavor with the 
borrower is the partnership, joint ven-
ture, or association and the borrower is 
a limited partner of that other entity, 
and by the terms of a partnership or 
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membership agreement valid under ap-
plicable law, the borrower is not held 
generally liable for the debts or actions 
of that other entity, such other entity 
is not an associated borrower. 

(3) If the borrower is a member or 
partner of a partnership, joint venture, 
or association, and the other person 
with a shared ownership, investment, 
or other pecuniary interest in a busi-
ness or commercial endeavor with the 
borrower is another member or partner 
of the partnership, joint venture, or as-
sociation, and neither a direct benefit 
nor a common enterprise exists, such 
other person is not an associated bor-
rower. 

Common enterprise means: 
(1) The expected source of repayment 

for each loan or extension of credit is 
the same for each borrower and no in-
dividual borrower has another source 
of income from which the loan (to-
gether with the borrower’s other obli-
gations) may be fully repaid. An em-
ployer will not be treated as a source of 
repayment because of wages and sala-
ries paid to an employee, unless the 
standards described in paragraph (2) 
are met; 

(2) Loans or extensions of credit are 
made: 

(i) To borrowers who are related di-
rectly or indirectly through common 
control, including where one borrower 
is directly or indirectly controlled by 
another borrower; and 

(ii) Substantial financial inter-
dependence exists between or among 
the borrowers. Substantial financial 
interdependence means 50 percent or 
more of one borrower’s gross receipts 
or gross expenditures (on an annual 
basis) are derived from transactions 
with another borrower. Gross receipts 
and expenditures include gross reve-
nues or expenses, intercompany loans, 
dividends, capital contributions, and 
similar receipts or payments; or 

(3) Separate borrowers obtain loans 
or extensions of credit to acquire a 
business enterprise of which those bor-
rowers will own more than 50 percent 
of the voting securities or voting inter-
ests. 

Control means a person or entity di-
rectly or indirectly, or acting through 
or together with one or more persons 
or entities: 

(1) Owns, controls, or has the power 
to vote 25 percent or more of any class 
of voting securities of another person 
or entity; 

(2) Controls, in any manner, the elec-
tion of a majority of the directors, 
trustees, or other persons exercising 
similar functions of another person or 
entity; or 

(3) Has the power to exercise a con-
trolling influence over the manage-
ment or policies of another person or 
entity. 

Credit union means any federal or 
state-chartered credit union. 

Credit union organization means any 
credit union service organization meet-
ing the requirements of part 712 of this 
chapter. This term does not include 
trade associations or membership orga-
nizations principally composed of cred-
it unions. 

Direct benefit means the proceeds of a 
loan or extension of credit to a bor-
rower, or assets purchased with those 
proceeds, that are transferred to an-
other person or entity, other than in a 
bona fide arm’s-length transaction 
where the proceeds are used to acquire 
property, goods, or services. 

Eligible organization means a credit 
union, credit union organization, or fi-
nancial organization. 

Financial organization means any fed-
erally chartered or federally insured fi-
nancial institution; and any state or 
federal government agency and its sub-
divisions. 

Loan participation means a loan 
where one or more eligible organiza-
tions participate pursuant to a written 
agreement with the originating lender, 
and the written agreement requires the 
originating lender’s continuing partici-
pation throughout the life of the loan. 

Originating lender means the partici-
pant with which the borrower initially 
or originally contracts for a loan and 
who, thereafter or concurrently with 
the funding of the loan, sells participa-
tions to other lenders. 

(b) A federally insured credit union 
may purchase a participation interest 
in a loan from an eligible organization 
only if the loan is one the purchasing 
credit union is empowered to grant and 
the following additional conditions are 
satisfied: 
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(1) The purchase complies with all 
regulatory requirements to the same 
extent as if the purchasing federally in-
sured credit union had originated the 
loan, including, for example, the loans- 
to-one-borrower provisions in 
§ 701.21(c)(5) of this part for federal 
credit unions and § 723.4 of the member 
business loans rule in part 723 of this 
chapter for all federally insured credit 
unions; 

(2) The purchasing federally insured 
credit union has executed a written 
loan participation agreement with the 
originating lender and the agreement 
meets the minimum requirements for a 
loan participation agreement as de-
scribed in paragraph (d) of this section; 

(3) The originating lender retains an 
interest in each participated loan. If 
the originating lender is a federal cred-
it union, the retained interest must be 
at least 10 percent of the outstanding 
balance of the loan through the life of 
the loan. If the originating lender is 
any other type of eligible organization, 
the retained interest must be at least 5 
percent of the outstanding balance of 
the loan through the life of the loan, 
unless a higher percentage is required 
under applicable state law; 

(4) The borrower becomes a member 
of one of the participating credit 
unions before the purchasing federally 
insured credit union purchases a par-
ticipation interest in the loan; and 

(5) The purchase complies with the 
purchasing federally insured credit 
union’s internal written loan participa-
tion policy, which, at a minimum, 
must: 

(i) Establish underwriting standards 
for loan participations; 

(ii) Establish a limit on the aggre-
gate amount of loan participations 
that may be purchased from any one 
originating lender, not to exceed the 
greater of $5,000,000 or 100 percent of 
the federally insured credit union’s net 
worth, unless this amount is waived by 
the appropriate regional director, and, 
in the case of a federally insured state- 
chartered credit union, with prior writ-
ten concurrence of the appropriate 
state supervisory authority; 

(iii) Establish limits on the amount 
of loan participations that may be pur-
chased by each loan type, not to exceed 

a specified percentage of the federally 
insured credit union’s net worth; and 

(iv) Establish a limit on the aggre-
gate amount of loan participations 
that may be purchased with respect to 
a single borrower, or group of associ-
ated borrowers, not to exceed 15 per-
cent of the federally insured credit 
union’s net worth, unless waived by the 
appropriate regional director, and, in 
the case of a federally insured state- 
chartered credit union, with prior writ-
ten concurrence of the appropriate 
state supervisory authority. 

(c) To seek a waiver from any of the 
limitations in paragraph (b) of this sec-
tion, a federally insured credit union 
must submit a written request to its 
regional director with a full and de-
tailed explanation of why it is request-
ing the waiver. Within 45 calendar days 
of receipt of a completed waiver re-
quest, including all necessary sup-
porting documentation and, if appro-
priate, any written concurrence, the 
regional director will provide the feder-
ally insured credit union a written re-
sponse. The regional director’s decision 
will be based on safety and soundness 
and other considerations; however, the 
regional director will not grant a waiv-
er to a federally insured State-char-
tered credit union without the prior 
written concurrence of the appropriate 
State supervisory authority. A feder-
ally insured credit union may request 
the regional director to reconsider a 
denied waiver request and/or file an ap-
peal with the NCUA Board in accord-
ance with the procedures set forth in 
subpart B to part 746 of this chapter. 

(d) A loan participation agreement 
must: 

(1) Be properly executed by author-
ized representatives of all parties under 
applicable law; 

(2) Be properly authorized by the fed-
erally insured credit union’s board of 
directors or, if the board has so dele-
gated in its policy, a designated com-
mittee or senior management official, 
under the federally insured credit 
union’s bylaws and all applicable law; 

(3) Be retained in the federally in-
sured credit union’s office (original or 
copies); and 

(4) Include provisions which, at a 
minimum, address the following: 
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(i) Prior to purchase, the identifica-
tion of the specific loan participa-
tion(s) being purchased, either directly 
in the agreement or through a docu-
ment which is incorporated by ref-
erence into the agreement; 

(ii) The interest that the originating 
lender will retain in the loan to be par-
ticipated. If the originating lender is a 
federal credit union, the retained inter-
est must be at least 10 percent of the 
outstanding balance of the loan 
through the life of the loan. If the orig-
inating lender is any other type of eli-
gible organization, the retained inter-
est must be at least 5 percent of the 
outstanding balance of the loan 
through the life of the loan, unless a 
higher percentage is required under 
state law; 

(iii) The location and custodian for 
original loan documents; 

(iv) An explanation of the conditions 
under which parties to the agreement 
can gain access to financial and other 
performance information about a loan, 
the borrower, and the servicer so the 
parties can monitor the loan; 

(v) An explanation of the duties and 
responsibilities of the originating lend-
er, servicer, and participants with re-
spect to all aspects of the participa-
tion, including servicing, default, fore-
closure, collection, and other matters 
involving the ongoing administration 
of the loan; and 

(vi) Circumstances and conditions 
under which participants may replace 
the servicer. 

(e) Temporary regulatory relief in re-
sponse to COVID–19. Notwithstanding 
paragraph (b)(5)(ii) of this section, dur-
ing the period commencing on April 21, 
2020 and concluding on December 31, 
2021, the aggregate amount of loan par-
ticipations that may be purchased from 
any one originating lender shall not ex-
ceed the greater of $5,000,000 or 200 per-
cent of the federally insured credit 
union’s net worth. 

[78 FR 37956, June 25, 2013, as amended at 81 
FR 13553, Mar. 14, 2016; 82 FR 50291, Oct. 30, 
2017; 84 FR 1605, Feb. 5, 2019; 84 FR 10976, Mar. 
25, 2019; 85 FR 22014, Apr. 21, 2020; 85 FR 62210, 
Oct. 2, 2020; 85 FR 83409, Dec. 22, 2020] 

EFFECTIVE DATE NOTE: At 85 FR 22014, Apr. 
21, 2020, § 701.22 was amended by adding para-
graph (e), effective until Dec. 31, 2020. At 85 

FR 83405, Dec. 22, 2020, the effective date was 
extended until Dec. 31, 2021. 

§ 701.23 Purchase, sale, and pledge of 
eligible obligations. 

This section governs a federal credit 
union’s purchase, sale, or pledge of all 
or part of a loan to one of its own 
members, subject to a limited excep-
tion for certain well capitalized federal 
credit unions, where no continuing 
contractual obligation between the 
seller and purchaser is contemplated. 
For purchases of eligible obligations, 
except as described in paragraph (b)(2) 
of this section, the borrower must be a 
member of the purchasing federal cred-
it union before the purchase is made. A 
federal credit union may not purchase 
a non-member loan to hold in its port-
folio. 

(a) For purposes of this section: 
(1) Eligible obligation means a loan or 

group of loans. 
(2) Student loan means a loan granted 

to finance the borrower’s attendance at 
an institution of higher education or at 
a vocational school, which is secured 
by and on which payment of the out-
standing principal and interest has 
been deferred in accordance with the 
insurance or guarantee of the Federal 
Government, of a State government, or 
any agency of either. 

(b) Purchase. (1) A Federal credit 
union may purchase, in whole or in 
part, within the limitations of the 
board of directors’ written purchase 
policies: 

(i) Eligible obligations of its mem-
bers, from any source, if either: (A) 
They are loans it is empowered to 
grant or (B) they are refinanced with 
the consent of the borrowers, within 60 
days after they are purchased, so that 
they are loans it is empowered to 
grant; 

(ii) Eligible obligations of a liqui-
dating credit union’s individual mem-
bers, from the liquidating credit union; 

(iii) Student loans, from any source, 
if the purchaser is granting student 
loans on an ongoing basis and if the 
purchase will facilitate the purchasing 
credit union’s packaging of a pool of 
such loans to be sold or pledged on the 
secondary market; and 

(iv) Real estate-secured loans, from 
any source, if the purchaser is granting 
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real estate-secured loans pursuant to 
§ 701.21 on an ongoing basis and if the 
purchase will facilitate the purchasing 
credit union’s packaging of a pool of 
such loans to be sold or pledged on the 
secondary mortage market. A pool 
must include a substantial portion of 
the credit union’s members’ loans and 
must be sold promptly. 

(2) Purchase of obligations from a 
FICU. A federal credit union that re-
ceived a composite CAMEL rating of 
‘‘1’’ or ‘‘2’’ for the last two (2) full ex-
aminations and maintained a net 
worth classification of ‘‘well capital-
ized’’ under part 702 of this chapter for 
the six (6) immediately preceding quar-
ters or, if subject to a risk-based net 
worth (RBNW) requirement under part 
702 of this chapter, has remained ‘‘well 
capitalized’’ for the six (6) immediately 
preceding quarters after applying the 
applicable RBNW requirement may 
purchase and hold the following obliga-
tions, provided that it would be em-
powered to grant them: 

(i) Eligible obligations. Eligible obliga-
tions without regard to whether they 
are obligations of its members, pro-
vided they are purchased from a 
federallyinsured credit union and the 
obligations are either: 

(A) Loans the purchasing credit 
union is empowered to grant; or 

(B) Loans refinanced with the con-
sent of the borrowers, within 60 days 
after they are purchased, so that they 
are loans the purchasing credit union 
is empowered to grant; 

(ii) Eligible obligations of a liquidating 
credit union. Eligible obligations of a 
liquidating credit union without regard 
to whether they are obligations of the 
liquidating credit union’s members. 

(iii) Student loans. Student loans pro-
vided they are purchased from a feder-
ally insured credit union only; 

(iv) Real estate-secured loans. Real es-
tate-secured loans provided they are 
purchased from a federally insured 
credit union only; 

(3) A Federal credit union may make 
purchases in accordance with this para-
graph (b), provided: 

(i) The board of directors or invest-
ment committee approves the pur-
chase; 

(ii) A written agreement and a sched-
ule of the eligible obligations covered 

by the agreement are retained in the 
purchasers office; and 

(iii) For purchases under paragraph 
(b)(1)(ii) of this section, any advance 
written approval required by § 741.8 of 
this chapter is obtained before con-
summation of such purchase. 

(4) The aggregate of the unpaid bal-
ance of eligible obligations purchased 
under paragraphs (b)(1) and (b)(2)(ii) of 
this section shall not exceed 5 percent 
of the unimpaired capital and surplus 
of the purchaser. The following can be 
exculded in calculating this 5 percent 
limitation: 

(i) Student loans purchased in ac-
cordance with paragraph (b)(1)(iii) of 
this section; 

(ii) Real estate loans purchased in ac-
cordance with paragraph (b)(1)(iv) of 
this section; 

(iii) Eligible obligations purchased in 
accordance with paragraph (b)(1)(i) of 
this section that are refinanced by the 
purchaser so that it is a loan it is em-
powered to grant; 

(iv) An indirect lending or indirect 
leasing arrangement that is classified 
as a loan and not the purchase of an el-
igible obligation because the Federal 
credit union makes the final under-
writing decision and the sales or lease 
contract is assigned to the Federal 
credit union very soon after it is signed 
by the member and the dealer or leas-
ing company. 

(5) Grandfathered purchases. Subject 
to safety and soundness considerations, 
a federal credit union may hold any of 
the loans described in paragraph (b)(2) 
of this section provided it was author-
ized to purchase the loan and pur-
chased the loan before July 2, 2012. 

(c) Sale. A Federal credit union may 
sell, in whole or in part, to any source, 
eligible obligations of its members, eli-
gible obligations purchased in accord-
ance with paragraph (b)(1)(ii) of this 
section, student loans purchased in ac-
cordance with paragraph (b)(1)(iii) of 
this section, and real estate loans pur-
chased in accordance with paragraph 
(b)(1)(iv) of this section, within the 
limitations of the board of directors’ 
written sale policies, Provided: 

(1) The board of directors or invest-
ment committee approves the sale; and 

(2) A written agreement and a sched-
ule of the eligible obligations covered 
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by the agreement are retained in the 
seller’s office. 

(d) Pledge. (1) A Federal credit union 
may pledge, in whole or in part, to any 
source, eligible obligations of its mem-
bers, eligible obligations purchased in 
accordance with paragraph (b)(1)(ii) of 
this section, student loans purchased 
in accordance with paragraph (b)(1)(iii) 
of this section, and real estate loans 
purchased in accordance with para-
graph (b)(1)(iv) of this section, within 
the limitations of the board of direc-
tors’ written pledge policies, Provided: 

(i) The board of directors or invest-
ment committee approves the pledge; 

(ii) Copies of the original loan docu-
ments are retained; and 

(iii) A written agreement covering 
the pledging arrangement is retained 
in the office of the credit union that 
pledges the eligible obligations. 

(2) The pledge agreement shall iden-
tify the eligible obligations covered by 
the agreement. 

(e) Servicing. A Federal credit union 
may agree to service any eligible obli-
gation it purchases or sells in whole or 
in part. 

(f) 10 Percent limitation. The total in-
debtedness owing to any Federal credit 
union by any person, inclusive of re-
tained and reacquired interests, shall 
not exceed 10 percent of its unimpaired 
capital and surplus. 

(g)(1) Conflicts of interest. No federal 
credit union official, employee, or their 
immediate family member may re-
ceive, directly or indirectly, any com-
pensation in connection with that cred-
it union’s purchase, sale, or pledge of 
an eligible obligation under the provi-
sions of § 701.23. 

(2) Permissible payments. This section 
does not prohibit: 

(i) A federal credit union’s payment 
of salary to employees; 

(ii) A federal credit union’s payment 
of an incentive or bonus to an em-
ployee based on the credit union’s over-
all financial performance; 

(iii) A federal credit union’s payment 
of an incentive or bonus to an em-
ployee, other than a senior manage-
ment employee, in connection with 
that credit union’s purchase, sale or 
pledge of an eligible obligation. This 
payment is permissible if the board of 
directors establishes a written policy 

and internal controls for the incentive 
or bonus program and monitors compli-
ance with the policy and controls at 
least annually; and 

(iv) Payment by a person other than 
the federal credit union of compensa-
tion to a volunteer official, non-senior 
management employee, or their imme-
diate family member, for a service or 
activity performed outside the credit 
union provided that the federal credit 
union, the official, employee, or their 
immediate family member has not 
made a referral. 

(3) Business associates and family mem-
bers. All transactions under this sec-
tion with business associates or family 
members not specifically prohibited by 
paragraph (g)(1) of this section must be 
conducted at arm’s length and in the 
interest of the federal credit union. 

(4) Definitions. The definitions in 
§ 701.21(c)(8)(ii) of this part apply to 
this section. 

(h) Additional authority. (1) A federal 
credit union may submit a written re-
quest to its regional director seeking 
expanded authority to purchase loans 
described in paragraph (b)(2) of this 
section, if it is not otherwise author-
ized by this section. The written re-
quest must include the following: 

(i) A copy of the credit union’s pur-
chase policy; 

(ii) The types of eligible obligations 
under paragraph (b)(2) of this section 
that the credit union seeks to pur-
chase; 

(iii) An explanation of the need for 
additional authority; and 

(iv) An analysis of the credit union’s 
prior experience with the purchase of 
eligible obligations. 

(2) Approval process. A regional direc-
tor will provide a written determina-
tion on a request for expanded author-
ity within 60 calendar days after re-
ceipt of the request; however, the 60- 
day period will not begin until the re-
questing credit union has submitted all 
necessary information to the regional 
director. The regional director will in-
form the requesting credit union, in 
writing, of the date the request was re-
ceived and of any additional docu-
mentation that the regional director 
requires in support of the request. If 
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the regional director approves the re-
quest, the regional director will estab-
lish a limit on loan purchases as appro-
priate and subject to the limitations in 
this section. If the regional director 
does not notify the credit union of the 
action taken on its request within 60 
calendar days of the receipt of the re-
quest or the receipt of additional re-
quested supporting information, which-
ever occurs later, the credit union may 
purchase loans it requested under para-
graph (b)(2) of this section. 

(3) Appeal to NCUA Board. A Federal 
credit union may request the regional 
director to reconsider a denied request 
for expanded authority and/or file an 
appeal with the NCUA Board in accord-
ance with the procedures set forth in 
subpart B to part 746 of this chapter. 

(i) Temporary regulatory relief in re-
sponse to COVID–19. Notwithstanding 
§ 701.23(b), during the period com-
mencing on April 21, 2020 and con-
cluding on December 31, 2021, a Federal 
credit union may: 

(1) Purchase, in whole or in part, and 
within the limitations of the board of 
directors’ written purchase policies, 
any eligible obligations pursuant to 
paragraph (b)(1)(i) and (b)(2)(i) of this 
section without regard to whether they 
are loans the credit union is empow-
ered to grant or are refinancing to en-
sure the obligations are ones the pur-
chasing credit union is empowered to 
grant; and 

(2) Purchase and hold the obligations 
described in § 701.23(b)(2)(i) through (iv) 
if the Federal credit union’s CAMEL 
composite rating is ‘‘1,’’ ‘‘2,’’ or ‘‘3’’. 

[44 FR 27071, May 9, 1979, as amended at 46 
FR 38680, July 29, 1981. Redesignated at 49 FR 
30688, Aug. 1, 1984, and amended at 53 FR 4844, 
Feb. 18, 1988; 56 FR 15036, Apr. 15, 1991; 56 FR 
35811, July 29, 1991; 60 FR 58504, Nov. 28, 1995; 
63 FR 70998, Dec. 23, 1998; 72 FR 65442, Nov. 21, 
2007; 77 FR 31990, May 31, 2012; 78 FR 37958, 
June 25, 2013; 82 FR 50291, Oct. 30, 2017; 84 FR 
1605, Feb. 5, 2019; 85 FR 22014, Apr. 21, 2020; 85 
FR 83409, Dec. 22, 2020] 

EFFECTIVE DATE NOTES: 1. At 85 FR 22014, 
Apr. 21, 2020, § 701.23 was amended by adding 
paragraph (i), effective until Dec. 31, 2020. At 
85 FR 83405, Dec. 22, 2020, the effective date 
was extended until Dec. 31, 2021. 

EFFECTIVE DATE NOTES: 2. At 80 FR 66706, 
Oct. 29, 2015, § 701.23 was amended in para-
graph (b)(2) by removing the words ‘‘net 
worth’’ and adding the word ‘‘capital’’ in 

their place and by removing the words ‘‘or, if 
subject to a risk-based net worth (RBNW) re-
quirement under part 702 of this chapter, has 
remained ’well capitalized’ for the six (6) im-
mediately preceding quarters after applying 
the applicable RBNW requirement’’, effective 
Jan. 1, 2019. At 83 FR 55467, Nov. 6, 2018, the 
effective date was delayed until Jan. 1, 2020. 
At 84 FR 68781, Dec. 17, 2019, the effective 
date was further delayed until Jan. 1, 2022. 

§ 701.24 Refund of interest. 

(a) The board of directors of a Fed-
eral credit union may authorize an in-
terest refund to members who paid in-
terest to the credit union during any 
dividend period and who are members 
of record at the close of business on the 
last day of such dividend period. Inter-
est refunds may be made for a dividend 
period only if dividends on share ac-
counts have been declared and paid for 
that period. 

(b) The amount of interest refund to 
each member shall be determined as a 
percentage of the interest paid by the 
member. Such percentage may vary ac-
cording to the type of extension of 
credit and the interest rate charged. 

(c) The board of directors may ex-
clude from an interest refund: 

(1) A particular type of extension of 
credit; 

(2) Any extension of credit made at a 
particular interest rate; and 

(3) Any extension of credit that is 
presently delinquent or has been delin-
quent within the period for which the 
refund is being made. 

[53 FR 19747, May 31, 1988] 

§ 701.25 [Reserved] 

§ 701.26 Credit union service con-
tracts. 

A Federal credit union may act as a 
representative of and enter into a con-
tractual agreement with one or more 
credit unions or other organizations for 
the purpose of sharing, utilizing, rent-
ing, leasing, purchasing, selling, and/or 
joint ownership of fixed assets or en-
gaging in activities and/or services 
which relate to the daily operations of 
credit unions. Agreements must be in 
writing, and shall advise all parties 
subject to the agreement that the 
goods and services provided shall be 
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subject to examination by the NCUA 
Board to the extent permitted by law. 

[47 FR 30462, July 14, 1982, as amended at 63 
FR 10756, Mar. 5, 1998] 

§§ 701.27–701.29 [Reserved] 

§ 701.30 Services for nonmembers 
within the field of membership. 

Federal credit unions may provide 
the following services to persons with-
in their fields of membership, regard-
less of membership status: 

(a) Selling negotiable checks includ-
ing travelers checks, money orders, 
and other similar money transfer in-
struments (including international and 
domestic electronic fund transfers and 
remittance transfers, as defined in sec-
tion 919 of the Electronic Fund Trans-
fer Act); and 

(b) Cashing checks and money orders 
for a fee. 

[71 FR 62876, Oct. 27, 2006, as amended at 76 
FR 44762, July 27, 2011] 

§ 701.31 Nondiscrimination require-
ments. 

(a) Definitions. As used in this part, 
the term: 

(1) Application carries the meaning of 
that term as defined in 12 CFR 1002.2(f) 
(Regulation B) 

(2) Dwelling carries the meaning of 
that term as defined in 42 U.S.C. 3602(b) 
(Fair Housing Act), which is as follows: 
‘‘Any building, structure, or portion 
thereof which is occupied as, or de-
signed or intended for occupancy as, a 
residence by one or more families, and 
any vacant land which is offered for 
sale or lease for the construction or lo-
cation thereon of any building, struc-
ture, or portion thereof’’; and 

(3) Real estate-related loan means any 
loan for which application is made to 
finance or refinance the purchase, con-
struction, improvement, repair, or 
maintenance of a dwelling. 

(b) Nondiscrimination in Lending. (1) A 
Federal credit union may not deny a 
real estate-related loan, nor may it dis-
criminate in setting or exercising its 
rights pursuant to the terms or condi-
tions of such a loan, nor may it dis-
courage an application for such a loan, 
on the basis of the race, color, national 
origin, religion, sex, handicap, or fa-

milial status (having children under 
the age of 18) of: 

(i) Any applicant or joint applicant; 
(ii) Any person associated, in connec-

tion with a real estate-related loan ap-
plication, with an applicant or joint 
applicant; 

(iii) The present or prospective own-
ers, lessees, tenants, or occupants of 
the dwelling for which a real estate-re-
lated loan is requested; 

(iv) The present or prospective own-
ers, lessees, tenants, or occupants of 
other dwellings in the vicinity of the 
dwelling for which a real estate-related 
loan is requested. 

(2) With regard to a real estate-re-
lated loan, a Federal credit union may 
not consider a lending criterion or ex-
ercise a lending policy which has the 
effect of discriminating on the basis of 
race, color, national origin, religion, 
sex, handicap, or familial status (hav-
ing children under the age of 18). 
Guidelines concerning possible excep-
tions to this provision appear in para-
graph (e)(1) of this section. 

(3) Consideration of any of the fol-
lowing factors in connection with a 
real estate-related loan is not nec-
essary to a Federal credit union’s busi-
ness, generally has a discriminatory ef-
fect, and is therefore prohibited: 

(i) The age or location of the dwell-
ing; 

(ii) Zip code of the applicant’s cur-
rent residence; 

(iii) Previous home ownership; 
(iv) The age or location of dwellings 

in the neighborhood of the dwelling; 
(v) The income level of residents in 

the neighborhood of the dwelling. 

Guidelines concerning possible excep-
tions to this provision appear in para-
graph (e)(2) of this section. 

(c) Nondiscrimination in appraisals. (1) 
A Federal credit union may not rely 
upon an appraisal of a dwelling if it 
knows or should know that the ap-
praisal is based upon consideration of 
the race, color, national origin, reli-
gion, sex, handicap, or familial status 
(having children under the age of 18) of: 

(i) Any applicant or joint applicant; 
(ii) Any person associated, in connec-

tion with a real estate-related loan ap-
plication, with an applicant or joint 
applicant; 

VerDate Sep<11>2014 14:14 Apr 02, 2021 Jkt 253041 PO 00000 Frm 00483 Fmt 8010 Sfmt 8010 Q:\12\12V7.TXT PC31kp
ay

ne
 o

n 
V

M
O

F
R

W
IN

70
2 

w
ith

 $
$_

JO
B



474 

12 CFR Ch. VII (1–1–21 Edition) § 701.31 

(iii) The present or prospective own-
ers, lessees, tenants, or occupants of 
the dwelling for which a real estate-re-
lated loan is requested; 

(iv) The present or prospective own-
ers, lessees, tenants, or occupants of 
other dwellings in the vicinity of the 
dwelling for which a real estate-related 
loan is requested. 

(2) With respect to a real-estate re-
lated loan, a Federal credit union may 
not rely upon an appraisal of a dwell-
ing if it knows or should know that the 
appraisal is based upon consideration 
of a criterion which has the effect of 
discriminating on the basis of race, 
color, national origin, religion, sex, 
handicap, or familial status (having 
children under the age of 18). Guide-
lines concerning possible exceptions to 
this provision appear in paragraph 
(e)(1) of this section. 

(3) A Federal credit union may not 
rely upon an appraisal that it knows or 
should know is based upon consider-
ation of any of the following criteria, 
for such criteria generally have a dis-
criminatory effect, and are not nec-
essary to a Federal credit union’s busi-
ness: 

(i) The age or location of the dwell-
ing; 

(ii) The age or location of dwellings 
in the neighborhood of the dwelling; 

(iii) The income level of the residents 
in the neighborhood of the dwelling. 

(4) Notwithstanding paragraph (c)(3) 
of this section, it is recognized that 
there may be factors concerning loca-
tion of the dwelling which can be prop-
erly considered in an appraisal. If any 
such factor(s) is relied upon, it must be 
specifically documented in the ap-
praisal, accompanied by a brief state-
ment demonstrating the necessity of 
using such factor(s). Guidelines con-
cerning the consideration of location 
factors appear in paragraph (e)(3) of 
this section. 

(5) Each Federal credit union shall 
make available, to any requesting 
member/applicant, a copy of the ap-
praisal used in connection with that 
member’s application for a loan to be 
secured by a subordinate lien on a 
dwelling. The appraisal shall be avail-
able for a period of 25 months after the 
applicant has received notice from the 
Federal credit union of the action 

taken by the Federal credit union on 
the application for a loan to be secured 
by a subordinate lien on a dwelling. 

(d) Nondiscrimination in advertising. 
No federal credit union may engage in 
any form of advertising of real estate- 
related loans that indicates the credit 
union discriminates on the basis of 
race, color, religion, national origin, 
sex, handicap, or familial status in vio-
lation of the Fair Housing Act. Adver-
tisements must not contain any words, 
symbols, models or other forms of com-
munication that suggest a discrimina-
tory preference or policy of exclusion 
in violation of the Fair Housing Act or 
the Equal Credit Opportunity Act. 

(1) Advertising notice of nondiscrimina-
tion compliance. Any federal credit 
union that advertises real estate-re-
lated loans must prominently indicate 
in such advertisement, in a manner ap-
propriate to the advertising medium 
and format used, that the credit union 
makes such loans without regard to 
race, color, religion, national origin, 
sex, handicap, or familial status. 

(i) With respect to written and visual 
advertisements, a credit union may 
satisfy the notice requirement by in-
cluding in the advertisement a copy of 
the logotype, with the legend ‘‘Equal 
Housing Lender,’’ from the poster de-
scribed in paragraph (d)(3) of this sec-
tion or a copy of the logotype, with the 
legend ‘‘Equal Housing Opportunity,’’ 
from the poster described in § 110.25(a) 
of the United States Department of 
Housing and Urban Development’s 
(HUD) regulations (24 CFR 110.25(a)). 

(ii) With respect to oral advertise-
ments, a credit union may satisfy the 
notice requirement by a spoken state-
ment that the credit union is an 
‘‘Equal Housing Lender’’ or an ‘‘Equal 
Opportunity Lender.’’ 

(iii) When an oral advertisement is 
used in conjunction with a written or 
visual advertisement, the use of either 
of the methods specified in paragraphs 
(d)(1)(i) or (ii) of this section will sat-
isfy the notice requirement. 

(iv) A credit union may use any other 
method reasonably calculated to sat-
isfy the notice requirement. 

(2) Lobby notice of nondiscrimination. 
Every federal credit union that engages 
in real estate-related lending must dis-
play a notice of nondiscrimination. The 
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notice must be placed in the public 
lobby of the credit union and in the 
public area of each office where such 
loans are made and must be clearly 
visible to the general public. The no-
tice must incorporate either a fac-
simile of the logotype and language ap-
pearing in paragraph (d)(3) of this sec-
tion or the logotype and language ap-
pearing at 24 CFR 110.25(a). Posters 

containing the logotype and language 
appearing in paragraph (d)(3) of this 
section may be obtained from the re-
gional offices of the National Credit 
Union Administration. 

(3) Logotype and notice of non-
discrimination compliance. The logotype 
and text of the notice required in para-
graph (d)(2) of this section shall be as 
follows: 
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(e) Guidelines. (1) Compliance with 
the Fair Housing Act is achieved when 
each loan applicant’s creditworthiness 
is evaluated on an individual basis, 

without presuming that the applicant 
has certain characteristics of a group. 
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If certain lending policies or proce-
dures do presume group characteris-
tics, they may violate the Fair Housing 
Act, even though the characteristics 
are not based upon race, color, sex, na-
tional origin, religion, handicap, or fa-
milial status. Such a violation occurs 
when otherwise facially nondiscrim-
inatory lending procedures (either gen-
eral lending policies or specific criteria 
used in reviewing loan applications) 
have the effect of making real estate- 
related loans unavailable or less avail-
able on the basis of race, color, sex, na-
tional origin, religion, handicap, or fa-
milial status. Note, however, that a 
policy or criterion which has a dis-
criminatory effect is not a violation of 
the Fair Housing Act if its use achieves 
a legitimate business necessity which 
cannot be achieved by using less dis-
criminatory standards. It is also im-
portant to note that the Equal Credit 
Opportunity Act and Regulation B pro-
hibit discrimination, either per se or in 
effect, on the basis of the applicant’s 
age, marital status, receipt of public 
assistance, or the exercise of any rights 
under the Consumer Credit Protection 
Act. 

(2) Paragraph (b)(3) of this section 
prohibits consideration of certain fac-
tors because of their likely discrimina-
tory effect and because they are not 
necessary to make sound real estate- 
related loans. For purposes of clarifica-
tion, the prohibited use of location fac-
tors in this section is intended to pre-
vent abandonment of areas in which a 
Federal credit union’s members live or 
want to live. It is not intended to re-
quire loans in those areas that are geo-
graphically remote from the FCU’s 
main or branch offices or that con-
travene the parameters of a Federal 
credit union’s charter. Further, this 
prohibition does not preclude requiring 
a borrower to obtain flood insurance 
protection pursuant to the National 
Flood Insurance Act and part 760 of 
NCUA’s Rules and Regulations, nor 
does it preclude involvement with Fed-
eral or state housing insurance pro-
grams which provide for lower interest 
rates for the purchase of homes in cer-
tain urban or rural areas. Also, the le-
gitimate use of location factors in an 
appraisal does not constitute a viola-
tion of the provision of paragraph (b)(3) 

of this section, which prohibits consid-
eration of location of the dwelling. Fi-
nally, the prohibited use of prior home 
ownership does not preclude a Federal 
credit union from considering an appli-
cant’s payment history on a loan which 
was made to obtain a home. Such ac-
tion entails consideration of the pay-
ment record on a previous loan in de-
termining creditworthiness; it does not 
entail consideration of prior home own-
ership. 

(3)(i) Paragraph (c)(3) of this section 
prohibits consideration of the age or 
location of a dwelling in a real estate- 
related loan appraisal. These restric-
tions are intended to prohibit the use 
of unfounded or unsubstantiated as-
sumptions regarding the effect upon 
loan risk of the age of a dwelling or the 
physical or economic characteristics of 
an area. Appraisals should be based on 
the present market value of the prop-
erty offered as security (including con-
sideration of specific improvements to 
be made by the borrower) and the like-
lihood that the property will retain an 
adequate value over the term of the 
loan. 

(ii) The term ‘‘age of the dwelling’’ 
does not encompass structural sound-
ness. In addition, the age of the dwell-
ing may be used by an appraiser as a 
basis for conducting further inspec-
tions of certain structural aspects of 
the dwelling. Paragraph (c)(3) of this 
section does, however, prohibit an un-
substantiated determination that a 
house over X years in age is not struc-
turally sound. 

(iii) With respect to location factors, 
paragraph (c)(4) of this section recog-
nizes that there may be location fac-
tors which may be considered in an ap-
praisal, and requires that the use of 
any such factors be specifically docu-
mented in the appraisal. These factors 
will most often be those location fac-
tors which may negatively affect the 
short range future value (up to 3–5 
years) of a property. Factors which in 
some cases may cause the market 
value of a property to decline are re-
cent zoning changes or a significant 
number of abandoned homes in the im-
mediate vicinity of the property. How-
ever, not all zoning changes will cause 
a decline in property values, and prox-
imity to abandoned buildings may not 
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affect the market value of a property 
because the cause of abandonment is 
unrelated to high risk. Proper consid-
erations include the condition and util-
ity of the improvement and various 
physical factors such as street condi-
tions, amenities such as parks and 
recreation areas, availability of public 
utilities and municipal services, and 
exposure to flooding and land faults. 

[54 FR 46223, Nov. 2, 1989, as amended at 59 
FR 36041, July 15, 1994; 66 FR 48206, Sept. 19, 
2001; 77 FR 16426, Mar. 21, 2012; 77 FR 71084, 
Nov. 29, 2012; 79 FR 75748, Dec. 19, 2014] 

§ 701.32 Payment on shares by public 
units and nonmembers. 

(a) Authority. A Federal credit union 
may, to the extent permitted under 
Section 107(6) of the Act and this sec-
tion, receive payments on shares, (reg-
ular shares, share certificates, and 

share draft accounts) from public units 
and political subdivisions thereof (as 
those terms are defined in § 745.1) and 
nonmember credit unions, and to the 
extent permitted under the Act, this 
section and § 701.34, receive payments 
on shares (regular shares, share certifi-
cates, and share draft accounts) from 
other nonmembers. 

(b) Limitations—(1) Aggregate limit on 
public unit and nonmember shares. Ex-
cept as permitted under paragraph (c) 
of this section, a federal credit union 
may not receive public unit and non-
member shares in excess of the greater 
of: 

(i) 50 percent of the net amount of 
paid-in and unimpaired capital and sur-
plus less any public unit and non-
member shares, as measured at the 
time of acceptance of each public unit 
or nonmember share (i.e., 

(ii) $3 million. 
(2) Required due diligence. Before re-

ceiving public unit or nonmember 
shares that, taken together with any 
borrowings, exceed 70 percent of paid-in 
and unimpaired capital and surplus, 
the board of directors must adopt a 
specific written plan concerning the in-
tended use of these funds that is con-
sistent with prudent risk management 
principles. 

(c) The limitations herein do not 
apply to accounts maintained in ac-
cordance with § 701.37 (Treasury Tax 
and Loan Depositaries; Depositaries 
and Financial Agents of the Govern-
ment) and matching funds required by 
§ 705.5(g) (Community Development Re-
volving Loan Program for Credit 
Unions). Once a loan granted pursuant 
to part 705 is repaid, nonmember share 
deposits accepted to meet the match-

ing requirement are subject to this sec-
tion. 

[54 FR 31184, July 27, 1989, as amended at 54 
FR 51384, Dec. 15, 1989; 55 FR 1794, Jan. 19, 
1990; 58 FR 21645, Apr. 23, 1993; 59 FR 26102, 
May 19, 1994; 61 FR 3790, Feb. 2, 1996; 76 FR 
67587, Nov. 2, 2011; 77 FR 31991, May 31, 2012; 
82 FR 50291, Oct. 30, 2017; 84 FR 58309, Oct. 31, 
2019] 

§ 701.33 Reimbursement, insurance, 
and indemnification of officials and 
employees. 

(a) Official. An official is a person who 
is or was a member of the board of di-
rectors, credit committee or super-
visory committee, or other volunteer 
committee established by the board of 
directors. 

(b) Compensation. (1) Only one board 
officer, if any, may be compensated as 
an officer of the board. The bylaws 
must specify the officer to be com-
pensated, if any, as well as the specific 
duties of each of the board officers. No 
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other official may receive compensa-
tion for performing the duties or re-
sponsibilities of the board or com-
mittee position to which the person 
has been elected or appointed. 

(2) For purposes of this section, the 
term compensation specifically ex-
cludes: 

(i) Payment (by reimbursement to an 
official or direct credit union payment 
to a third party) for reasonable and 
proper costs incurred by an official in 
carrying out the responsibilities of the 
position to which that person has been 
elected or appointed, if the payment is 
determined by the board of directors to 
be necessary or appropriate in order to 
carry out the official business of the 
credit union, and is in accordance with 
written policies and procedures, includ-
ing documentation requirements, es-
tablished by the board of directors. 
Such payments may include the pay-
ment of travel costs for officials and 
one guest per official; 

(ii) Provision of reasonable health, 
accident and related types of personal 
insurance protection, supplied for offi-
cials at the expense of the credit union: 
Provided, that such insurance protec-
tion must exclude life insurance; must 
be limited to areas of risk, including 
accidental death and dismemberment, 
to which the official is exposed by rea-
son of carrying out the duties or re-
sponsibilities of the official’s credit 
union position; must cease imme-
diately upon the insured person’s leav-
ing office, without providing residual 
benefits other than from pending 
claims, if any; except that a credit 
union must comply with federal and 
state laws providing departing officials 
the right to maintain health insurance 
coverage at their own expense and 

(iii) Indemnification and related in-
surance consistent with paragraph (c) 
of this section. 

(c) Indemnification. (1) A Federal cred-
it union may indemnify its officials 
and current and former employees for 
expenses reasonably incurred in con-
nection with judicial or administrative 
proceedings to which they are or may 
become parties by reason of the per-
formance of their official duties. 

(2) Indemnification shall be con-
sistent either with the standards appli-
cable to credit unions generally in the 

state in which the principal or home 
office of the credit union is located, or 
with the relevant provisions of the 
Model Business Corporation Act. A 
Federal credit union that elects to pro-
vide indemnification shall specify 
whether it will follow the relevant 
state law or the Model Business Cor-
poration Act. Indemnification and the 
method of indemnification may be pro-
vided for by charter or bylaw amend-
ment, contract or board resolution, 
consistent with the procedural require-
ments of the applicable state law or 
the Model Business Corporation Act, as 
specified. A charter or bylaw amend-
ment must be approved by the National 
Credit Union Administration. 

(3) A Federal credit union may pur-
chase and maintain insurance on behalf 
of its officials and employees against 
any liability asserted against them and 
expenses incurred by them in their offi-
cial capacities and arising out of the 
performance of their official duties to 
the extent such insurance is permitted 
by the applicable state law or the 
Model Business Corporation Act. 

(4) Notwithstanding paragraphs (c)(1) 
through (3) of this section, a federal 
credit union may not indemnify a dual 
employee for duties performed for any 
employer other than the federal credit 
union. For purposes of this subsection, 
a dual employee is a federal credit 
union employee who also performs 
work functions for another entity as 
part of a sharing arrangement between 
the federal credit union and the other 
entity. 

(5) Notwithstanding paragraphs (c)(1) 
through (3) of this section, a Federal 
credit union may not indemnify an of-
ficial or employee for personal liability 
related to any decision made by that 
individual on a matter significantly af-
fecting the fundamental rights and in-
terests of the Federal credit union’s 
members where the decision giving rise 
to the claim for indemnification is de-
termined by a court to have con-
stituted gross negligence, recklessness, 
or willful misconduct. Matters affect-
ing the fundamental rights and inter-
ests of Federal credit union members 
include charter and share insurance 
conversions and terminations. 

(6) A Federal credit union may, be-
fore final disposition of a proceeding 
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referred to in paragraph (c)(5) of this 
section, advance funds to pay for or re-
imburse the expenses, including legal 
fees, reasonably incurred in connection 
with the proceeding by an official or 
employee who is a party to the pro-
ceeding because that individual is or 
was an official or employee of the cred-
it union if: 

(i) The disinterested members of the 
credit union’s board of directors (or in 
the event there are fewer than two dis-
interested directors, the supervisory 
committee), in good faith, determine in 
writing after due investigation and 
consideration that the official or em-
ployee acted in good faith and in a 
manner he or she reasonably believed 
to be in the best interests of the credit 
union’s members; 

(ii) The disinterested members of the 
credit union’s board of directors (or the 
supervisory committee, as the case 
may be), in good faith, determine in 
writing after due investigation and 
consideration that the payment or re-
imbursement of the expenses will not 
materially adversely affect the credit 
union’s safety and soundness; and 

(iii) The official or employee pro-
vides: 

(A) A written affirmation of the indi-
vidual’s reasonable good faith belief 
that the relevant standard of conduct 
described in § 701.4(b) of this chapter 
has been met by the individual; and 

(B) A written undertaking to repay 
the credit union for any funds ad-
vanced or reimbursed, to the extent 
not covered by payments from insur-
ance, if the official or employee is not 
entitled to indemnification under para-
graph (c)(5) of this section. 

(7) To the extent a Federal credit 
union has elected to follow State law 
or the Model Business Corporation Act 
in accordance with paragraph (c)(2) of 
this section, the credit union must sub-
stitute the phrase ‘‘in the best inter-
ests of the members’’ for any language 
indicating that fiduciary duties are 
owed to persons or entities other than 
the members of the credit union, in-
cluding, but not limited to, language 
such as ‘‘in the best interests of the 

credit union’’ or ‘‘in the best interests 
of the corporation.’’ 

[53 FR 29642, Aug. 8, 1988, as amended at 57 
FR 54503, Nov. 19, 1992; 66 FR 65629, Dec. 20, 
2001; 72 FR 30246, May 31, 2007; 75 FR 81386, 
Dec. 28, 2010] 

§ 701.34 Designation of low income sta-
tus; Acceptance of secondary cap-
ital accounts by low-income des-
ignated credit unions. 

(a) Designation of low-income status. 
(1) Based on data obtained through ex-
aminations, NCUA will notify a federal 
credit union that it qualifies for des-
ignation as a low-income credit union 
if a majority of its membership quali-
fies as low-income members. A federal 
credit union that wishes to receive the 
designation must notify NCUA in writ-
ing within 90 days of receipt of any 
NCUA notifications. 

(2) Low-income members are those 
members whose family income is 80% 
or less than the median family income 
for the metropolitan area where they 
live or national metropolitan area, 
whichever is greater, or those members 
who earn 80% or less than the total me-
dian earnings for individuals for the 
metropolitan area where they live or 
national metropolitan area, whichever 
is greater. NCUA will use the statewide 
or national, non-metropolitan area me-
dian family income instead of the met-
ropolitan area or national metropoli-
tan area median family income for 
members living outside a metropolitan 
area. Member earnings will be esti-
mated based on data reported by the 
U.S. Census Bureau for the geographic 
area where the member lives. The term 
‘‘low-income members’’ also includes 
those members enrolled as students in 
a college, university, high school, or 
vocational school. 

(3) Federal credit unions that do not 
receive notification that they qualify 
for a low-income credit union designa-
tion but believe they qualify may sub-
mit information to NCUA to dem-
onstrate they qualify for a low-income 
credit union designation. For example, 
federal credit unions may provide ac-
tual member income from loan applica-
tions or surveys to demonstrate a ma-
jority of their membership is low-in-
come members. Actual member income 
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data must be compared to a like cat-
egory of statistical data, for example, 
actual individual member income may 
only be compared to total median earn-
ings for individuals for the metropoli-
tan area where they live or national 
metropolitan area, whichever is great-
er. A Federal credit union may rely on 
a sample of membership income data 
drawn from loan files or a member sur-
vey provided the Federal credit union 
can demonstrate the sample is a statis-
tically valid, random sample by sub-
mitting with its data a narrative de-
scribing its sampling technique and 
evidence supporting the validity of the 
analysis, including the actual data set 
used in the analysis. The random sam-
ple must be representative of the mem-
bership, must be sufficient in both 
number and scope on which to base 
conclusions, and must have a minimum 
confidence level of 95% and a con-
fidence interval of 5%. A Federal credit 
union must draw the sample either en-
tirely from loan files or entirely from 
the survey, and must not combine a 
loan file review with a survey. NCUA 
will provide a response to the Federal 
credit union within 60 days of its sub-
mission. 

(4) If NCUA determines a low-income 
designated Federal credit union no 
longer meets the criteria for the des-
ignation, NCUA will notify the Federal 
credit union in writing, and the Fed-
eral credit union must, within five 
years, meet the criteria for the des-
ignation or come into compliance with 
the regulatory requirements applicable 
to Federal credit unions that do not 
have a low-income designation. The 
designation will remain in effect dur-
ing the five-year period. If a Federal 
credit union does not requalify and has 
secondary capital or nonmember de-
posit accounts with a maturity beyond 
the five-year period, NCUA may extend 
the time for a Federal credit union to 
come into compliance with regulatory 
requirements to allow the Federal 
credit union to satisfy the terms of any 
account agreements. A Federal credit 
union may request NCUA to reconsider 
a determination that it no longer 
meets the criteria for the designation 
and/or file an appeal with the NCUA 
Board in accordance with the proce-

dures set forth in subpart B to part 746 
of this chapter. 

(5) Any credit union with a low-in-
come credit union designation on Janu-
ary 1, 2009 will have five years from 
that date to meet the criteria for low- 
income designation under paragraph 
(a)(1) of this section, unless NCUA de-
termines a longer time is required to 
allow the low-income credit union to 
satisfy the terms of a secondary capital 
or nonmember deposit account agree-
ment. 

(6) Definitions. The following defini-
tions apply to this section: 

Median family income and total median 
earnings for individuals are income sta-
tistics reported by the U.S. Census Bu-
reau. The applicable income data can 
be obtained via the American Commu-
nity Survey on the Census Bureau’s 
web page at http://www.census.gov. 

Metropolitan area means an area des-
ignated by the Office of Management 
and Budget pursuant to 31 U.S.C. 
1104(d), 44 U.S.C. 3504(c), and Executive 
Order 10253 (June 13, 1951) (as amend-
ed). 

(b) Acceptance of secondary capital ac-
counts by low-income designated credit 
unions. A federal credit union having a 
designation of low-income status pur-
suant to paragraph (a) of this section 
may accept secondary capital accounts 
from nonnatural person members and 
nonnatural person nonmembers subject 
to the following conditions: 

(1) Secondary capital plan. Before ac-
cepting secondary capital, a low-in-
come credit union (‘‘LICU’’) shall 
adopt, and forward to NCUA for ap-
proval, a written ‘‘Secondary Capital 
Plan’’ that, at a minimum: 

(i) States the maximum aggregate 
amount of uninsured secondary capital 
the LICU plans to accept; 

(ii) Identifies the purpose for which 
the aggregate secondary capital will be 
used, and how it will be repaid; 

(iii) Explains how the LICU will pro-
vide for liquidity to repay secondary 
capital upon maturity of the accounts; 

(iv) Demonstrates that the planned 
uses of secondary capital conform to 
the LICU’s strategic plan, business 
plan and budget; and 

(v) Includes supporting pro forma fi-
nancial statements, including any off- 
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balance sheet items, covering a min-
imum of the next two years. 

(2) Decision on plan. If a LICU is not 
notified within 45 days of receipt of a 
Secondary Capital Plan that the plan 
is approved or disapproved, the LICU 
may proceed to accept secondary cap-
ital accounts pursuant to the plan. 

(3) Nonshare account. The secondary 
capital account must be established as 
an uninsured secondary capital ac-
count or other form of non-share ac-
count. 

(4) Minimum maturity. The maturity 
of the secondary capital account must 
be a minimum of five years. 

(5) Uninsured account. The secondary 
capital account will not be insured by 
the National Credit Union Share Insur-
ance Fund or any governmental or pri-
vate entity. 

(6) Subordination of claim. The sec-
ondary capital account investor’s 
claim against the LICU must be subor-
dinate to all other claims including 
those of shareholders, creditors and the 
National Credit Union Share Insurance 
Fund. 

(7) Availability to cover losses. Funds 
deposited into a secondary capital ac-
count, including interest accrued and 
paid into the secondary capital ac-
count, must be available to cover oper-
ating losses realized by the LICU that 
exceed its net available reserves (exclu-
sive of secondary capital and allowance 
accounts for loan and lease losses), and 
to the extent funds are so used, the 
LICU must not restore or replenish the 
account under any circumstances. The 
LICU may, in lieu of paying interest 
into the secondary capital account, pay 
accrued interest directly to the inves-
tor or into a separate account from 
which the secondary capital investor 
may make withdrawals. Losses must be 
distributed pro-rata among all sec-
ondary capital accounts held by the 
LICU at the time the losses are real-
ized. In instances where a LICU accept-
ed secondary capital from the United 
States Government or any of its sub-
divisions under the Community Devel-
opment Capital Initiative of 2010 
(‘‘CDCI secondary capital’’) and match-
ing funds were required under the Ini-
tiative and are on deposit in the form 
of secondary capital at the time a loss 
is realized, a LICU must apply either of 

the following pro-rata loss distribution 
procedures to its secondary capital ac-
counts with respect to the loss: 

(i) If not inconsistent with any agree-
ments governing other secondary cap-
ital on deposit at the time a loss is re-
alized, the CDCI secondary capital may 
be excluded from the calculation of the 
pro-rata loss distribution until all of 
its matching secondary capital has 
been depleted, thereby causing the 
CDCI secondary capital to be held as 
senior to all other secondary capital 
until its matching secondary capital is 
exhausted. The CDCI secondary capital 
should be included in the calculation of 
the pro-rata loss distribution and is 
available to cover the loss only after 
all of its matching secondary capital 
has been depleted. 

(ii) Regardless of any agreements ap-
plicable to other secondary capital, the 
CDCI secondary capital and its match-
ing secondary capital may be consid-
ered a single account for purposes of 
determining a pro-rata share of the 
loss and the amount determined as the 
pro-rata share for the combined ac-
count must first be applied to the 
matching secondary capital account, 
thereby causing the CDCI secondary 
capital to be held as senior to its 
matching secondary capital. The CDCI 
secondary capital is available to cover 
the loss only after all of its matching 
secondary capital has been depleted. 

(8) Security. The secondary capital ac-
count may not be pledged or provided 
by the account investor as security on 
a loan or other obligation with the 
LICU or any other party. 

(9) Merger or dissolution. In the event 
of merger or other voluntary dissolu-
tion of the LICU, other than merger 
into another LICU, the secondary cap-
ital accounts will be closed and paid 
out to the account investor to the ex-
tent they are not needed to cover 
losses at the time of merger or dissolu-
tion. 

(10) Contract agreement. A secondary 
capital account contract agreement 
must be executed by an authorized rep-
resentative of the account investor and 
of the LICU reflecting the terms and 
conditions mandated by this section 
and any other terms and conditions not 
inconsistent with this section. 
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(11) Disclosure and acknowledgement. 
An authorized representative of the 
LICU and of the secondary capital ac-
count investor each must execute a 
‘‘Disclosure and Acknowledgment’’ as 
set forth in the appendix to this sec-
tion at the time of entering into the 
account agreement. The LICU must re-
tain an original of the account agree-
ment and the ‘‘Disclosure and Ac-
knowledgment’’ for the term of the 
agreement, and a copy must be pro-
vided to the account investor. 

(12) Prompt corrective action. As pro-
vided in §§ 702.204(b)(11), 702.304(b) and 
702.305(b) of this chapter, the NCUA 
Board may prohibit a LICU classified 
‘‘critically undercapitalized’’ or, if 
‘‘new,’’ as ‘‘moderately capitalized’’, 
‘‘marginally capitalized’’, ‘‘minimally 
capitalized’’ or ‘‘uncapitalized’’, as the 
case may be, from paying principal, 
dividends or interest on its uninsured 
secondary capital accounts established 
after August 7, 2000, except that unpaid 
dividends or interest will continue to 
accrue under the terms of the account 
to the extent permitted by law. 

(c) Accounting treatment; Recognition 
of net worth value of accounts—(1) Equity 
account. A LICU that issues secondary 
capital accounts pursuant to paragraph 
(b) of this section must record the 
funds on its balance sheet in an equity 
account entitled ‘‘uninsured secondary 
capital account.’’ 

(2) Schedule for recognizing net 
worth value. The LICU’s reflection of 
the net worth value of the accounts in 
its financial statement may never ex-
ceed the full balance of the secondary 
capital on deposit after any early re-
demptions and losses. For accounts 
with remaining maturities of less than 
five years, the LICU must reflect the 
net worth value of the accounts in its 
financial statement in accordance with 
the lesser of: 

(i) The remaining balance of the ac-
counts after any redemptions and 
losses; or 

(ii) The amounts calculated based on 
the following schedule: 

Remaining maturity 

Net worth 
value of 
original 
balance 
(percent) 

Four to less than five years ............................... 80 
Three to less than four years ............................ 60 

Remaining maturity 

Net worth 
value of 
original 
balance 
(percent) 

Two to less than three years ............................. 40 
One to less than two years ............................... 20 
Less than one year ............................................ 0 

(3) Financial statement. The LICU 
must reflect the full amount of the sec-
ondary capital on deposit in a footnote 
to its financial statement. 

(d) Redemption of secondary capital. 
With the written approval of NCUA, 
secondary capital that is not recog-
nized as net worth under paragraph 
(c)(2) of this section (‘‘discounted sec-
ondary capital’’ recategorized as subor-
dinated debt) may be redeemed accord-
ing to the remaining maturity schedule 
in paragraph (d)(3) of this section. 

(1) Request to redeem secondary capital. 
A request for approval to redeem dis-
counted secondary capital may be sub-
mitted in writing at any time, must 
specify the increment(s) to be re-
deemed and the schedule for redeeming 
all any part of each eligible increment, 
and must demonstrate to the satisfac-
tion of NCUA that: 

(i) The LICU will have a post-redemp-
tion net worth classification of ‘‘ade-
quately capitalized’’ under part 702 of 
this chapter; 

(ii) The discounted secondary capital 
has been on deposit at least two years; 

(iii) The discounted secondary cap-
ital will not be needed to cover losses 
prior to final maturity of the account; 

(iv) The LICU’s books and records are 
current and reconciled; 

(v) The proposed redemption will not 
jeopardize other current sources of 
funding, if any, to the LICU; and 

(vi) The request to redeem is author-
ized by resolution of the LICU’s board 
of directors. 

(2) Decision on request. A request to 
redeem discounted secondary capital 
may be granted in whole or in part. If 
a LICU is not notified within 45 days of 
receipt of a request for approval to re-
deem secondary capital that its request 
is either granted or denied, the LICU 
may proceed to redeem secondary cap-
ital accounts as proposed. 

(3) Schedule for redeeming secondary 
capital. 
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Remaining maturity 

Redemption 
limit as per-
cent of origi-
nal balance 

Four to less than five years ............................... 20 
Three to less than four years ............................ 40 
Two to less than three years ............................. 60 
One to less than two years ............................... 80 

(4) Early redemption exception. Subject 
to the written approval of NCUA ob-
tained pursuant to the requirements of 
paragraphs (d)(1) and (2) of this section, 
a LICU can redeem all or part of sec-
ondary capital accepted from the 
United States Government or any of its 
subdivisions at any time after the sec-
ondary capital has been on deposit for 
two years. If the secondary capital was 
accepted under conditions that re-
quired matching secondary capital 
from a source other than the Federal 
Government, the matching secondary 
capital may also be redeemed in the 
manner set forth in the preceding sen-
tence. For purposes of obtaining 
NCUA’s approval, all secondary capital 
a LICU accepts from the United States 
Government or any of its subdivisions, 
as well as its matching secondary cap-
ital, if any, is eligible for early redemp-
tion regardless of whether any part of 
the secondary capital has been dis-
counted pursuant to paragraph (c)(2) of 
this section. 

APPENDIX TO § 701.34 

A LICU that is authorized to accept unin-
sured secondary capital accounts and each 
investor in such an account shall execute 
and date the following ‘‘Disclosure and Ac-
knowledgment’’ form, a signed original of 
which must be retained by the credit union: 

DISCLOSURE AND ACKNOWLEDGMENT 

[Name of CU] and [Name of investor] here-
by acknowledge and agree that [Name of in-
vestor] has committed [amount of funds] to 
a secondary capital account with [name of 
credit union] under the following terms and 
conditions: 

1. Term. The funds committed to the sec-
ondary capital account are committed for a 
period of ll years. 

2. Redemption prior to maturity. Subject to 
the conditions set forth in 12 CFR 701.34, the 
funds committed to the secondary capital 
account are redeemable prior to maturity 
only at the option of the LICU and only with 
the prior approval of NCUA. 

3. Uninsured, non-share account. The sec-
ondary capital account is not a share ac-
count and the funds committed to the sec-

ondary capital account are not insured by 
the National Credit Union Share Insurance 
Fund or any other governmental or private 
entity. 

4. Prepayment risk. Redemption of U.S.C. 
prior to the account’s original maturity date 
may expose the account investor to the risk 
of being unable to reinvest the repaid funds 
at the same rate of interest for the balance 
of the period remaining until the original 
maturity date. The investor acknowledges 
that it understands and assumes responsi-
bility for prepayment risk associated with 
the [name of credit union]’s redemption of 
the investor’s U.S.C. account prior to the 
original maturity date. 

5. Availability to cover losses. The funds com-
mitted to the secondary capital account and 
any interest paid into the account may be 
used by [name of credit union] to cover any 
and all operating losses that exceed the cred-
it union’s net worth exclusive of allowance 
accounts for loan losses, and in the event the 
funds are so used, (name of credit union) will 
under no circumstances restore or replenish 
those funds to [name of institutional inves-
tor]. Dividends are not considered operating 
losses and are not eligible to be paid out of 
secondary capital. 

6. Accrued interest. By initialing below, 
[name of credit union] and [name of institu-
tional investor] agree that accrued interest 
will be: 
llPaid into and become part of the sec-

ondary capital account; 
llPaid directly to the investor; 
llPaid into a separate account from which 

the investor may make withdrawals; or 
llAny combination of the above provided 

the details are specified and agreed to in 
writing. 

7. Subordination of claims. In the event of 
liquidation of [name of credit union], the 
funds committed to the secondary capital 
account will be subordinate to all other 
claims on the assets of the credit union, in-
cluding claims of member shareholders, 
creditors and the National Credit Union 
Share Insurance Fund. 

8. Prompt Corrective Action. Under certain 
net worth classifications (see 12 CFR 
702.204(b)(11), 702.304(b) and 702.305(b), as the 
case may be), the NCUA Board may prohibit 
[name of credit union] from paying principal, 
dividends or interest on its uninsured sec-
ondary capital accounts established after 
August 7, 2000, except that unpaid dividends 
or interest will continue to accrue under the 
terms of the account to the extent permitted 
by law. 
ACKNOWLEDGED AND AGREED TO this 
ll day of [month and year] by: 
llllllllllllllllllllllll

[name of investor’s official] 
[title of official] 
[name of investor] 
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[address and phone number of investor] 
[investor’s tax identification number] 

llllllllllllllllllllllll

[name of credit union official] 
[title of official] 

[61 FR 3790, Feb. 2, 1996, as amended at 61 FR 
50695, 50697, Sept. 27, 1996; 64 FR 72270, Dec. 
27, 1999; 65 FR 21131, Apr. 20, 2000; 71 FR 4238, 
Jan. 26, 2006; 73 FR 71912, Nov. 26, 2008; 75 FR 
7342, Feb. 19, 2010; 75 FR 47172, Aug. 5, 2010; 75 
FR 57843, Sept. 23, 2010; 76 FR 36979, June 24, 
2011; 76 FR 80227, Dec. 23, 2011; 78 FR 4032, 
Jan. 18, 2013; 82 FR 50291, Oct. 30, 2017; 85 FR 
62210, Oct. 2, 2020] 

EFFECTIVE DATE NOTE: At 80 FR 66706, Oct. 
29, 2015, § 701.34 was amended by: 

1. in paragraph (b)(12), removing the words 
‘‘§§ 702.204(b)(11), 702.304(b) and 702.305(b)’’ and 
adding in their place the words ‘‘part 702’’; 

2. in paragraph (d)(1)(i), removing the 
words ‘‘net worth’’ and adding in their place 
the word ‘‘capital’’; and 

3. in the appendix to § 701.34, amending the 
paragraph beginning ‘‘8. Prompt Corrective 
Action’’ by removing the words ‘‘net worth 
classifications (see 12 CFR 702.204(b)(11), 
702.304(b) and 702.305(b), as the case may be)’’ 
and adding in their place the words ‘‘capital 
classifications (see 12 CFR part 702)’’, effec-
tive Jan. 1, 2019. At 83 FR 55467, Nov. 6, 2018, 
the effective date was delayed until Jan. 1, 
2020. At 84 FR 68781, Dec. 17, 2019, the effec-
tive date was further delayed until Jan. 1, 
2022. 

§ 701.35 Share, share draft, and share 
certificate accounts. 

(a) Federal credit unions may offer 
share, share draft, and share certificate 
accounts in accordance with section 
107(6) of the Act (12 U.S.C. 1757(6)) and 
the board of directors may declare divi-
dends on such accounts as provided in 
section 117 of the Act (12 U.S.C. 1763). 

(b) A Federal credit union shall accu-
rately represent the terms and condi-
tions of its share, share draft, and 
share certificate accounts in all adver-
tising, disclosures, or agreements, 
whether written or oral 

(c) A Federal credit union may, con-
sistent with this section, parts 707 and 
740 of this subchapter, other federal 
law, and its contractual obligations, 
determine the types of fees or charges 
and other matters affecting the open-
ing, maintaining and closing of a share, 
share draft or share certificate ac-
count. State laws regulating such ac-
tivities are not applicable to federal 
credit unions. 

(d) For purposes of this section, 
‘‘state law’’ means the constitution, 
statutes, regulations, and judicial deci-
sions of any state, the District of Co-
lumbia, the several territories and pos-
sessions of the United States, and the 
Commonwealth of Puerto Rico. 

[47 FR 17979, Apr. 27, 1982, as amended at 50 
FR 4637, Feb. 1, 1985; 58 FR 50445, Sept. 27, 
1993] 

§ 701.36 Federal credit union occu-
pancy and disposal of acquired and 
abandoned premises. 

(a) Scope. Section 107(4) of the Fed-
eral Credit Union Act (12 U.S.C. 1757(4)) 
authorizes a federal credit union to 
purchase, hold, and dispose of property 
necessary or incidental to its oper-
ations. This section interprets and im-
plements that provision by estab-
lishing occupancy and disposal require-
ments for acquired and abandoned 
premises, and by prohibiting certain 
transactions. This section applies only 
to federal credit unions. 

(b) Definitions. For purposes of this 
section: 

Abandoned premises means premises 
previously used to transact credit 
union business but no longer used for 
that purpose. It also means premises 
originally acquired to transact future 
credit union business but no longer in-
tended for that purpose. 

Immediate family member means a 
spouse or other family member living 
in the same household. 

Partially occupy means occupation 
and use, on a full-time basis, of at least 
fifty percent of each of the premises by 
the federal credit union, or the federal 
credit union and a credit union service 
organization in which the federal cred-
it union has a controlling interest in 
accordance with Generally Accepted 
Accounting Principles (GAAP). 

Premises means any office, branch of-
fice, suboffice, service center, parking 
lot, other facility, or real estate where 
the federal credit union transacts or 
will transact business. 

Senior management employee means 
the federal credit union’s chief execu-
tive officer, any assistant chief execu-
tive officers, and the chief financial of-
ficer. For example, these individuals 
typically hold the title of President or 
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Treasurer/Manager, Assistant Presi-
dent, Vice President or Assistant 
Treasurer/Manager, and Comptroller. 

Unimproved land or unimproved real 
property means: 

(1) Raw land or land without develop-
ment, significant buildings, structures, 
or site preparation; 

(2) Land that has never had improve-
ments; 

(3) Land that was improved at one 
time but has functionally reverted to 
its unimproved state; or 

(4) Land that has been improved, but 
the improvements serve no purpose for 
the federal credit union’s planned use 
of the property. 

(c) Premises not currently used to trans-
act credit union business. (1) If a federal 
credit union acquires premises, includ-
ing unimproved land or unimproved 
real property, it must partially occupy 
each of them within a reasonable pe-
riod, but no later than six years after 
the date of acquisition. NCUA may 
waive the partial occupation require-
ments. To seek a waiver, a federal cred-
it union must submit a written request 
to its Regional Office and fully explain 
why it needs the waiver. The Regional 
Director will provide the federal credit 
union a written response, either ap-
proving or disapproving the request. 
The Regional Director’s decision will 
be based on safety and soundness con-
siderations. 

(2) A federal credit union must make 
diligent efforts to dispose of abandoned 
premises and any other real property it 
does not intend to use in transacting 
business. The federal credit union must 
seek fair market value for the prop-
erty, and record its efforts to dispose of 
abandoned premises. After premises 
have been abandoned for four years, 
the federal credit union must publicly 
advertise the property for sale. The 
federal credit union must complete the 
sale within five years of abandonment, 
unless NCUA waives this requirement. 
To seek a waiver, a federal credit union 
must submit a written request to its 
Regional Office and fully explain why 
it needs the waiver. The Regional Di-
rector will provide the federal credit 
union a written response, either ap-
proving or disapproving the request. 
The Regional Director’s decision will 

be based on safety and soundness con-
siderations. 

(3) Temporary regulatory relief in re-
sponse to COVID–19. Any days that fall 
within the period commencing on April 
21, 2020 and concluding on December 31, 
2021, shall not be counted for purposes 
of determining a federal credit union’s 
compliance with the required time pe-
riods described in paragraphs (c)(1) and 
(2) of this section. 

(d) Prohibited transactions. (1) A fed-
eral credit union must not acquire, or 
lease for one year or longer, premises 
from any of the following, unless NCUA 
waives this prohibition: 

(i) A member of the federal credit 
union’s board of directors, credit com-
mittee, supervisory committee, or sen-
ior management, or an immediate fam-
ily member of such individual; 

(ii) A corporation in which a member 
of the federal credit union’s board of 
directors, credit committee, super-
visory committee, or senior manage-
ment, or an immediate family member 
of such individual, is an officer or di-
rector, or has a stock interest of 10 per-
cent or more; or 

(iii) A partnership, limited liability 
company, or other entity in which a 
member of the federal credit union’s 
board of directors, credit committee, 
supervisory committee, or senior man-
agement, or an immediate family 
member of such individual, is a general 
partner, or a limited partner or entity 
member with an interest of 10 percent 
or more. 

(2) A federal credit union must not 
lease for one year or longer premises 
from any of its employees if the em-
ployee is directly involved in acquiring 
premises, unless the federal credit 
union’s board of directors determines 
the employee’s involvement is not a 
conflict of interest. 

(3) All transactions with business as-
sociates or family members not specifi-
cally prohibited by this section must 
be conducted at arm’s length and in 
the interest of the federal credit union. 

(4) To seek a waiver from any of the 
prohibitions in this paragraph (d), a 
federal credit union must submit a 
written request to its Regional Office 
and fully explain why it needs the 
waiver. Within 45 days of the receipt of 
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the waiver request or all necessary doc-
umentation, whichever is later, the Re-
gional Director will provide the federal 
credit union a written response, either 
approving or disapproving its request. 
The Regional Director’s decision will 
be based on safety and soundness con-
siderations and a determination as to 
whether a conflict of interest exists. 

[78 FR 57252, Sept. 18, 2013, as amended at 80 
FR 45850, Aug. 3, 2015; 81 FR 93580, Dec. 21, 
2016; 85 FR 22014, Apr. 21, 2020; 85 FR 83409, 
Dec. 22, 2020] 

EFFECTIVE DATE NOTE: At 85 FR 22014, Apr. 
21, 2020, § 701.36 was amended by adding para-
graph (c)(3), effective until Dec. 31, 2020. At 
85 FR 83405, Dec. 22, 2020, the effective date 
was extended until Dec. 31, 2021. 

§ 701.37 Treasury tax and loan deposi-
taries; depositaries and financial 
agents of the Government. 

(a) Definitions. (1) Treasury Tax and 
Loan (TT&L) Remittance Account means 
a nondividend-paying account, the bal-
ance of which is subject to the right of 
immediate withdrawal, established for 
receipt of payments of Federal taxes 
and certain United States obligations 
under United States Treasury Depart-
ment regulations. 

(2) TT&L Note Account means an ac-
count subject to the right of immediate 
call, evidencing funds held by deposi-
taries electing the note option under 
United States Treasury Department 
regulations. 

(3) Treasury General Account means an 
account, established under United 
States Treasury Department regula-
tions, in which a zero balance may be 
maintained and from which the entire 
balance may be withdrawn by the de-
positor immediately under all cir-
cumstances except closure of the credit 
union. 

(4) U.S. Treasury Time Deposit—Open 
Account means a nondividend-bearing 
account, established under United 
States Treasury Department regula-
tions, which generally may not be 
withdrawn until the expiration of 14 
days after the date of the United 
States Treasury Department’s written 
notice of intent to withdraw. 

(b) Subject to regulation of the 
United States Treasury Department, a 
Federal credit union may serve as a 
Treasury tax and loan depositary, a de-

positary of Federal taxes, a depositary 
of public money, and a financial agent 
of the United States Government. In 
serving in these capacities, a Federal 
credit union may maintain the ac-
counts defined in subsection (a), pledge 
collateral, and perform the services de-
scribed under United States Treasury 
Department regulations for institu-
tions acting in these capacities. 

(c) Funds held in a TT&L Remittance 
Account, a TT&L Note Account, a 
Treasury General Account, and a U.S. 
Treasury Time Deposit—Open Account 
shall be considered deposits of public 
funds. Funds held in a TT&L Remit-
tance Account and a TT&L Note Ac-
count shall be added together and in-
sured up to a maximum of $250,000 in 
the aggregate. Funds held in a Treas-
ury General Account and a U.S. Treas-
ury Time Deposit—Open Account shall 
be added together and insured up to a 
maximum of $250,000 in the aggregate. 

(d) Funds held in a TT&L Remittance 
Account, a TT&L Note Account, a 
Treasury General Account, and U.S. 
Treasury Time Deposit—Open Account 
are not subject to the 60-day notice re-
quirement of Article III, section 5(a) of 
the Federal Credit Union Bylaws. 

[54 FR 18471, May 1, 1989, as amended at 78 
FR 4030, Jan. 18, 2013] 

§ 701.38 Borrowed funds from natural 
persons. 

(a) Federal credit unions may borrow 
from a natural person, provided: 

(1) The borrowing is evidenced by a 
signed promissory note which sets 
forth the terms and conditions regard-
ing maturity, prepayment, interest 
rate, method of computation, and 
method of payment; 

(2) The promissory note and any ad-
vertisement for such funds contains 
conspicuous langauge indicating that: 

(i) The note represents money bor-
rowed by the credit union; 

(ii) The note does not represent 
shares and, therefore, is not insured by 
the National Credit Union Share Insur-
ance Fund. 

(b) Federal credit unions must com-
ply with the maximum borrowing au-
thority of § 741.2 of this chapter. 

[45 FR 29271, May 2, 1980, as amended at 47 
FR 17979, Apr. 27, 1982; 72 FR 30246, May 31, 
2007] 
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§ 701.39 Statutory lien. 
(a) Definitions. Within this section, 

each of the following terms has the 
meaning prescribed below: 

(1) Except as otherwise provided by law 
or except as otherwise provided by federal 
law is a qualifying phrase referring to a 
federal and/or state law, as the case 
may be, which supersedes a require-
ment of this section. It is the responsi-
bility of the credit union to ascertain 
whether such statutory or case law ex-
ists and is applicable; 

(2) Impress means to attach to a mem-
ber’s account and is the act which 
makes the lien enforceable against 
that account; 

(3) Member means any member who is 
primarily, secondarily or otherwise re-
sponsible for an outstanding financial 
obligation to the credit union, includ-
ing without limitation an obligor, 
maker, co-maker, guarantor, co-signer, 
endorser, surety or accommodation 
party; 

(4) Notice means written notice to a 
member disclosing, in plain language, 
that the credit union has the right to 
impress and enforce a statutory lien 
against the member’s shares and divi-
dends in the event of failure to satisfy 
a financial obligation, and may enforce 
the right without further notice to the 
member. Such notice must be given at 
the time, or at any time before, the 
member incurs the financial obliga-
tion; 

(5) Statutory lien means the right 
granted by section 107(11) of the Fed-
eral Credit Union Act, 12 U.S.C. 
1757(11), to a federal credit union to es-
tablish a right in or claim to a mem-
ber’s shares and dividends equal to the 
amount of that member’s outstanding 
financial obligation to the credit 
union, as that amount varies from time 
to time. 

(b) Superior claim. Except as other-
wise provided by law, a statutory lien 
gives the federal credit union priority 
over other creditors when claims are 
asserted against a member’s ac-
count(s). 

(c) Impressing a statutory lien. Except 
as otherwise provided by federal law, a 
credit union can impress a statutory 
lien on a member’s account(s)— 

(1) Account records. By giving notice 
thereof in the member’s account agree-

ment(s) or other account opening docu-
mentation; or 

(2) Loan documents. In the case of a 
loan, by giving notice thereof in a loan 
document signed or otherwise acknowl-
edged by the member(s); or 

(3) By-Law or policy. Through a duly 
adopted credit union by-law or policy 
of the board of directors, of which the 
member is given notice. 

(d) Enforcing a statutory lien—(1) Ap-
plication of funds. Except as otherwise 
provided by federal law, a federal cred-
it union may enforce its statutory lien 
against a member’s account(s) by deb-
iting funds in the account and applying 
them to the extent of any of the mem-
ber’s outstanding financial obligations 
to the credit union. 

(2) Default required. A federal credit 
union may enforce its statutory lien 
against a member’s account(s) only 
when the member fails to satisfy an 
outstanding financial obligation due 
and payable to the credit union. 

(3) Neither judgment nor set-off re-
quired. A federal credit union need not 
obtain a court judgment on the mem-
ber’s debt, nor exercise the equitable 
right of set-off, prior to enforcing its 
statutory lien against the member’s 
account. 

[64 FR 56956, Oct. 22, 1999] 

APPENDIX A TO PART 701—FEDERAL 
CREDIT UNION BYLAWS 

INTRODUCTION 

Effective Date 

The National Credit Union Administration 
(NCUA) Board first incorporated the Federal 
Credit Union (FCU) Bylaws as Appendix A to 
Part 701 of the NCUA’s regulations on No-
vember 30, 2007. FCUs may retain previously 
adopted versions of the FCU Bylaws includ-
ing the November 30, 2007 version. Unless an 
FCU has adopted bylaws before January 2, 
2020, it must adopt these revised bylaws. 

Adoption of All or Part of These Bylaws 

Although FCUs may retain any previously 
approved version of the FCU Bylaws, the 
NCUA Board encourages FCUs to adopt the 
revised bylaws because it believes they pro-
vide greater clarity and flexibility for credit 
unions and their officials and members. 
FCUs may also adopt portions of the revised 
bylaws and retain the remainder of pre-
viously approved bylaws, but the NCUA 
Board cautions FCUs to be extremely careful 
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1 http://www.ncua.gov/Legal/Pages 
/BylawByYear.aspx. 

2 12 U.S.C. 1758. 

in making the decision. FCUs must be care-
ful because they run the risk of having in-
consistent or conflicting provisions because 
of the various options the revised bylaws 
provide, as well as other revisions in the 
text. 

Bylaw Amendments 

1. The FCU Bylaws contain provisions al-
lowing FCU boards to select from an option 
or range of options or to fill in a blank. The 
‘‘fill-in-the-blank’’ provisions are changes to 
the FCU’s bylaws. Thus, they require a two- 
thirds vote of the FCU’s board of directors. 
As long as the board selects from the permis-
sible options, the FCU does not need to sub-
mit the change to the NCUA for its approval. 

2. FCUs continue to have the flexibility to 
request bylaw amendments. The NCUA must 
approve all bylaw amendments except for 
the provisions noted above. In the past, the 
NCUA has published a ‘‘Standard Bylaw 
Amendments’’ booklet containing a list of 
‘‘standard’’ preapproved and optional amend-
ments not included in the FCU Bylaws. That 
document remains on the NCUA’s website for 
historical purposes. However, FCUs may not 
adopt amendments from the ‘‘Standard 
Bylaw Amendments’’ booklet, as the FCU 
Bylaws include sufficient flexibility to make 
a separate list of standard bylaw amend-
ments unnecessary. Thus, the NCUA no 
longer makes a distinction between ‘‘stand-
ard’’ and ‘‘nonstandard’’ bylaw amendments. 
Consequently, the NCUA considers any 
change to the FCU Bylaws that is not a ‘‘fill- 
in-the-blank’’ provision or part of a range of 
options to be a bylaw amendment that re-
quires the NCUA approval. 

3. The procedure for approval of a bylaw 
amendment is as follows: 

a. The FCU must submit its request to the 
Office of Credit Union Resources and Expan-
sion (CURE). 

b. The request must include: 
1. The section of the FCU Bylaws to be 

amended; 
2. The reason for, or purpose of, the amend-

ment; 
3. An explanation of why the amendment is 

desirable and what it will accomplish for the 
federal credit union; and 

4. The specific wording of the proposed 
amendment. 

c. CURE will advise the credit union with-
in 60 days if it approved the proposed amend-
ment after its review and, if necessary, con-
sultation with the NCUA’s Office of General 
Counsel. If CURE does not reach a decision 
within 60 days, the proposed amendment is 
considered to be denied unless CURE re-
quests an extension of time from the federal 
credit union and the credit union agrees to 
such a request. If CURE reaches an adverse 
decision or CURE fails to render a decision 
within the agreed timeframe, the credit 
union may appeal that decision in accord-

ance with the procedures set out in subpart 
B to part 746 of this chapter. If CURE fails to 
render a timely decision, within thirty days 
it must provide the FCU with a written no-
tice of its failure to render a timely decision 
and a statement of any concerns that CURE 
has with the bylaw amendment request. 

4. Federal credit unions considering an 
amendment may find it useful to review the 
bylaws section of the agency website, which 
includes the NCUA’s Office of General Coun-
sel opinions on proposed bylaw amend-
ments.1 Opinions issued after April 2006 in-
clude the language of the approved amend-
ment. 

Because each decision by CURE is made on 
a case-by-case basis that depends on the 
unique facts and circumstances applicable to 
each FCU, the credit union must submit a 
proposed amendment to the NCUA for review 
under the procedure listed above, even if the 
NCUA previously approved an identical or 
similar amendment for another credit union. 

The Nature of the FCU Bylaws 

1. The Federal Credit Union Act requires 
the NCUA Board to prepare bylaws for fed-
eral credit unions.2 The FCU Bylaws address 
a broad range of matters concerning a credit 
union’s organization and governance, the re-
lationship of the credit union to its mem-
bers, and the procedures and rules a credit 
union follows. 

The FCU Bylaws supplement the broad 
provisions of: 

• A federal credit union’s charter, which 
establishes the existence of a federal credit 
union; 

• The Federal Credit Union Act, which es-
tablishes the powers of federal credit unions; 
and 

• The NCUA’s regulations, which imple-
ment the Federal Credit Union Act. 

As a legal matter, a federal credit union’s 
bylaws must conform to, and cannot be in-
consistent with, any provision of its charter, 
the Federal Credit Union Act, the NCUA’s 
regulations, or other laws or regulations ap-
plicable to the credit union’s operations. 

2. The NCUA expects federal credit unions 
and their members will make every effort to 
resolve bylaw disputes using the credit 
union’s internal member complaint resolu-
tion process. If a bylaw dispute cannot be re-
solved internally, credit union officials or 
members should contact the regional office 
with oversight over the credit union for as-
sistance in resolving the dispute. 

3. The NCUA has discretion to take admin-
istrative actions when a credit union is not 
in compliance with its bylaws. If a potential 
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violation is identified, the NCUA will care-
fully consider all of the facts and cir-
cumstances in deciding whether to take en-
forcement action. The NCUA will not gen-
erally take action against minor or technical 
violations, but emphasizes that it retains 
discretion to enforce the FCU Bylaws in ap-
propriate cases, such as safety and soundness 
concerns or threats to fundamental, material 
credit union member rights. 

TABLE OF CONTENTS 

Article I. Name—Purposes 
Article II. Qualifications for Membership 
Article III. Shares of Members 
Article IV. Meetings of Members 
Article V. Elections 
Article VI. Board of Directors 
Article VII. Board Officers, Management Of-

ficials and Executive Committee 
Article VIII. Credit Committee or Loan Offi-

cers 
Article IX. Supervisory Committee 
Article X. Organization Meeting 
Article XI. Loans and Lines of Credit to 

Members 
Article XII. Dividends 
Article XIII. Reserved 
Article XIV. Expulsion and Withdrawal 
Article XV. Minors 
Article XVI. General 
Article XVII. Amendments of Bylaws and 

Charter 
Article XVIII. Definitions 

BYLAWS 

Federal Credit Union, Charter No.llll 

(A corporation chartered under the laws of 
the United States) 

ARTICLE I. NAME—PURPOSES 

Section 1. Name. The name of this credit 
union is as stated in Section 1 of its charter 
(approved organization certificate). 

Section 2. Purposes. This credit union is a 
member-owned, democratically operated, 
not-for-profit organization managed by a 
volunteer board of directors. Its stated mis-
sion is to meet the credit and savings needs 
of members, especially individuals of modest 
means. The purpose of this credit union is to 
promote thrift among its members by afford-
ing them an opportunity to accumulate their 
savings and to create a source of credit for 
provident or productive purposes. The credit 
union may add business as one of its purposes 
by placing a comma after ‘‘provident’’ and in-
serting ‘‘business.’’ 

ARTICLE II. QUALIFICATIONS FOR MEMBERSHIP 

Section 1. Field of membership. The field of 
membership of this credit union is limited to 
that stated in Section 5 of its charter. 

Section 2. Membership application proce-
dures. Persons eligible for membership under 
Section 5 of the charter must sign a member-

ship application on approved forms. The ap-
plicant becomes a member upon approval of 
the application by a membership officer, 
after subscription to at least one share, pay-
ment of the initial installment, and payment 
of a uniform entrance fee if required by the 
board. If the membership officer denies a 
person’s membership application, the credit 
union must explain the reasons for the de-
nial in writing upon written request. 

Section 3. Maintenance of membership share 
required. A member who withdraws all 
shareholdings or fails to comply with the 
time requirements for restoring his or her 
account balance to par value in Article III, 
Section 3, ceases to be a member. By resolu-
tion, the board may require persons re-
admitted to membership to pay another en-
trance fee. 

Section 4. Continuation of membership. 
(a) Once a member, always a member. Once a 

member, always a member until the person 
or organization chooses to withdraw its 
membership or is expelled under the Act and 
Article XIV of these bylaws. 

(b) Limitation of services. Notwithstanding 
any provision of these bylaws, the board of 
directors may adopt a policy that limits 
credit union services to any member not in 
good standing. 

Section 5. Member in good standing. A mem-
ber in good standing retains all their rights 
and privileges in the credit union. A member 
in good standing is a member who maintains 
at least the minimum share set forth in Arti-
cle III, Section 1 of these bylaws; who is not 
significantly delinquent on any credit union 
loan; who has not had any account with this 
credit union closed due to abuse or negligent 
behavior; who has not caused a financial loss 
to this credit union; and who has not en-
gaged in violent, belligerent, disruptive, or 
abusive activities, such as: 

(1) Violence, intimidation, threats, harass-
ment, or physical or verbal abuse of duly 
elected or appointed officials or employees of 
the credit union, members, or agents of the 
credit union. This includes actions while on 
credit union premises and through use of 
telephone, mail, email or other electronic 
method. 

(2) Causes or threatens damage to credit 
union property. 

(3) Unauthorized use or access of credit 
union property. 

(4) Knowingly disseminating incorrect, 
misleading, confidential, or proprietary in-
formation regarding the credit union. 

(5) Any actions that may cause material 
risk or financial harm to the credit union. 

A credit union may limit services for vio-
lent, belligerent, disruptive, or abusive ac-
tivities only if there is a logical relationship 
between the objectionable activities and the 
services to be suspended. In the event of a 
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suspension of service, the member will be no-
tified of what accounts or services have been 
discontinued. 

Subject to Article XIV of these bylaws and 
any applicable limitation of services policy 
approved by the board, members not in good 
standing retain their right to attend, partici-
pate, and vote at the annual and special 
meetings of the members and maintain a 
share account. 

ARTICLE III. SHARES OF MEMBERS 

Section 1. Par value. The par value of each 
share is $llll. Subscriptions to shares are 
payable at the time of subscription, or in in-
stallments of at least $llll per month. 

FCUs may establish differing par values for 
different classes of members or types of ac-
counts (such as students, minors, or non-nat-
ural persons), provided this action does not 
violate any federal, state or local anti-
discrimination laws. Below are some options 
an FCU can choose. The FCU may also estab-
lish differing par values for other classes of 
members not listed below. List all estab-
lished par values in Section 1. 
ll Option. Par value for minors. The par 
value of each share for members llll 

years of age or younger is $llll. Sub-
scriptions to shares are payable at the time 
of subscription, or in installments of at least 
$llll per month. 
ll Option. Par value for students. The par 
valueof eachshare for students is $llll. 
Subscriptions to shares are payable at the 
time of subscription, or in installments of at 
least $llll per month. 
A student is defined as anyone enrolled b 

full-time or b part-time in llll. 
ll Option. Par value for non-natural persons. 
The par value of each share for non-natural 
persons is $llll. Subscriptions to shares 
are payable at the time of subscription, or in 
installments of at least$lll per month. 
To establish membership, the member must 
subscribe to one par value of share. The 
share does not have to be in a regular share 
account. The board may choose the best ac-
count for the characteristics of its member-
ship. 
ll Option A—Regular Share account required 
to establish membership 
To establish membership in the credit union, 
the member must subscribe to one share in a 
regular share account. 
ll Option B—llllaccount required 
to establish membership. 
To established members in the credit union, 
the member must subscribe to one share in 
the stated account or accounts (note the ac-
count(s) in the blank above). 

Section 2. Cap on shares held by one person. 
The board may establish, by resolution, the 
maximum amount of shares that any one 
member may hold. 

Section 3. Time periods for payment and 
maintenance of membership share. The credit 

union will terminate from membership a 
member who: 

• Fails to complete payment of one share 
within lllll of admission to member-
ship, or 

• Fails to complete payment of one share 
within llll from the increase in the par 
value of shares, or 

• Reduces the share balance below the par 
value of one share and does not increase the 
balance to at least the par value of one share 
within llll of the reduction. 

Section 4. Transferability. Members may 
transfer shares to another member in any 
form approved by the board. Shares that ac-
crue credits for unpaid dividends retain 
those credits when transferred. 

Section 5. Withdrawals. Members may with-
draw money paid in on shares provided that: 

(a) The board has the right, at any time, to 
require members, or a subset of members, to 
give up to 60 days written notice of intention 
to withdraw all or part of the amounts they 
paid in. 

(b) [Reserved]. 
(c) A member delinquent on any loan or ob-

ligation to the credit union may not with-
draw their shares below the delinquent 
amount without the written approval of the 
credit committee or loan officer. This with-
drawal restriction also applies if the member 
is a comaker, endorser, or guarantor of a de-
linquent loan. Coverage of overdrafts under 
an overdraft protection policy does not con-
stitute delinquency for purposes of this para-
graph. Shares issued in an irrevocable trust 
as provided in Section 6 of this article are 
not subject to withdrawal restrictions except 
as stated in the trust agreement. 

(d) The share account of a deceased mem-
ber (other than one held in joint tenancy 
with another member) may be continued 
until the close of the dividend period in 
which the administration of the deceased’s 
estate is completed. 

(e) The board can impose a fee for exces-
sive share withdrawals from regular share 
accounts. By resolution, the board can set 
the number of withdrawals not subject to a 
fee and the amount of the fee subject to reg-
ulations relevant to the advertising and dis-
closure of terms and conditions on member 
accounts. 

Section 6. Trusts. Shares may be issued in 
a revocable or irrevocable trust, subject to 
the following: 

Shares issued in a revocable trust—the set-
tlor must be a member of this credit union in 
his or her own right. 

Shares issued in an irrevocable trust—ei-
ther the settlor or the beneficiary must be a 
member of this credit union. 

Both a revocable and irrevocable trust 
must state the name of the beneficiary. A 
trust may be a member of the credit union as 
an entity if all parties to the trust, including 
all settlors, beneficiaries and trustees, are 
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within the credit union’s field of member-
ship. 

Shares issued through a pension plan au-
thorized by the rules and regulations will be 
treated as an irrevocable trust unless other-
wise indicated in the rules and regulations. 

Section 7. Joint accounts and membership re-
quirements. Select one option and check the 
box corresponding to that option. 
ll Option A—Separate account not re-
quired to establish membership. 

Owners of a joint account may both be 
members of the credit union without opening 
separate accounts. For joint membership, 
both owners are required to fulfill all of the 
membership requirements including each 
member purchasing and maintaining at least 
one share in the account and filling out the 
membership card. 
ll Option B—Separate account required to 
establish membership. 

Each member must purchase and maintain 
at least one share in a share account that 
names the member as the sole or primary 
owner. Being named as a joint owner of a 
joint account is not sufficient to establish 
membership. 

ARTICLE IV. MEETINGS OF MEMBERS 

Section 1. Annual meeting. The board must 
hold the annual meeting of the members [in-
sert time for annual meeting, for example, 
‘‘during the month of March/on the third 
Saturday of April/no later than March 31’’], 
in the county in which any office of the cred-
it union is located or within a radius of 100 
miles of an office, at the time and place as 
the board determines and announces in the 
notice of the annual meeting. This credit 
union may permit virtual attendance and 
participation in the annual meeting, pro-
vided that an in-person meeting complying 
with the geographic requirements of this 
paragraph is also held. 

Section 2. Notice of meetings required. a. The 
secretary must give written notice to each 
member at least 30 but no more than 75 days 
before the date of any annual meeting. The 
secretary must give written notice to each 
member at least 7 days before the date of 
any special meeting of the members and at 
least 45 but no more than 90 days before the 
date of any meeting to vote on a merger with 
another credit union. The secretary may de-
liver the notice in person, by mail to the 
member’s address, or, for members who have 
opted to receive statements and notices elec-
tronically, by electronic mail. The secretary 
must give notice of the annual meeting by 
posting the notice in a conspicuous place in 
the office of this credit union where mem-
bers may read it at least 30 days before the 
meeting. The secretary must also promi-
nently display the notice on the credit 
union’s website if such credit union main-
tains a website. 

b. All special meeting notices must state 
the purpose of the meeting. The officials and 
members may only transact business related 
to the stated purpose at the meeting. 

Section 3. Special meetings. a. The board 
chair, the board of directors by majority 
vote, or the supervisory committee as pro-
vided in these bylaws may call a special 
meeting of the members. The chair must call 
and hold a special meeting within 30 days of 
the receipt of a written request from 25 
members or 5% of the members as of the date 
of the request, whichever number is larger. 
However, a request of no more than 750 mem-
bers may be required to call a special meet-
ing. 

b. The credit union may hold a special 
meeting at any location permitted for the 
annual meeting. 

Section 4. Items of business for annual meet-
ing and rules of order for annual and special 
meetings. The suggested order of business at 
annual meetings of members is— 

(a) Ascertain that a quorum is present. 
(b) Reading and approval or correction of 

the minutes of the last meeting. 
(c) Report of directors, if there is one. For 

credit unions participating in the Commu-
nity Development Revolving Loan Program, 
the directors must report on the credit 
union’s progress on providing needed com-
munity services, if required by NCUA Regu-
lations. 

(d) Report of the financial officer or the 
chief management official. 

(e) Report of the credit committee, if there 
is one. 

(f) Report of the supervisory committee, as 
required by Section 115 of the Act. 

(g) Unfinished business. 
(h) New business other than elections. 
(i) Elections, as required by Section 111 of 

the Act. 
(j) Adjournment. 
(k) To the extent consistent with these by-

laws, the board will conduct all meetings of 
the members according to llll. The order 
of business for the annual meeting may vary 
from the suggested order, provided it in-
cludes all required items and complies with 
the rules of procedure adopted by the credit 
union. 

The credit union must fill in the blank with 
one of the following authorities, noting the edi-
tion to be used: Democratic Rules of Order, The 
Modern Rules of Order, Robert’s Rules of Order, 
or Sturgis’ Standard Code of Parliamentary 
Procedure. 

Section 5. Quorum. Except as otherwise 
provided, 15 members constitute a quorum at 
annual or special meetings. If a quorum is 
not present, the board may adjourn to a date 
at least 7 but not more than 14 days there-
after. The members present at any adjourned 
meeting will constitute a quorum, regardless 
of the number of members present. The 
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board must give the same notice for the ad-
journed meeting as prescribed in Section 2 of 
this article for the original meeting, except 
that they must give notice at least 5 days be-
fore the date of the meeting fixed in the ad-
journment. 

ARTICLE V. ELECTIONS 

The Credit Union must select one of the four 
voting options. The board may print the credit 
union’s bylaws with the option selected or re-
tain this copy and check the box of the option 
selected. All options continue with Section 3 of 
this article. 

Option A1—In-Person Elections; Nominating 
Committee and Nominations From Floor 

Section 1. Nomination procedures. At least 
30 days before each annual meeting, the 
chair will appoint a nominating committee 
of three or more members. The nominating 
committee will nominate at least one mem-
ber for each vacancy, including any unex-
pired term vacancy, for which elections are 
being held, and determine that the members 
nominated are agreeable to the placing of 
their names in nomination and will accept 
office if elected. The nominating committee 
must widely publicize the call for nomina-
tions to all members by any medium and 
interview each member that meets any 
qualifications established by the nominating 
committee. 

Section 2. Election procedures. After placing 
the nominations of the nominating com-
mittee before the members, the chair calls 
for nominations from the floor. When nomi-
nations are closed, the chair appoints elec-
tion tellers. The election tellers distribute 
the ballots, collect the ballots and tally the 
votes, and the chair announces the results. 
Except when there is only one nominee for 
each open office, all elections are by ballot 
and determined by the plurality of vote. If 
there is only one nominee for each open of-
fice, the chair may take a voice vote or de-
clare the election of each nominee by gen-
eral consent or acclamation. 

Option A2—In-Person Elections; Nominating 
Committee and Nominations by Petition 

Section 1. Nomination procedures. a. At 
least 120 days before each annual meeting 
the chair will appoint a nominating com-
mittee of three or more members. The nomi-
nating committee will nominate at least one 
member for each vacancy, including any un-
expired term vacancy, for which elections 
are being held, and determine that the mem-
bers nominated are agreeable to the placing 
of their names in nomination and will accept 
office if elected. The nominating committee 
must widely publicize the call for nomina-
tions to all members by any medium and 
interview each member that meets any 

qualifications established by the nominating 
committee. 

b. At least 90 days before the annual meet-
ing, the nominating committee files its 
nominations with the secretary of the credit 
union. At least 75 days before the annual 
meeting, the secretary notifies, in writing, 
all members eligible to vote that they may 
make nominations for vacancies by petition 
signed by 1% of the members with a min-
imum of 20 and a maximum of 500. The sec-
retary may use electronic mail to notify 
members who have opted to receive notices 
or statements electronically. 

c. The written notice must specify that the 
credit union will not conduct the election by 
ballot and there will be no nominations from 
the floor when the number of nominees 
equals the number of open positions. 

d. The notice will include, in a form ap-
proved by the board of directors, a brief 
statement of qualifications and biographical 
data for each nominee submitted by the 
nominating committee. Each nominee by pe-
tition must submit a similar statement of 
qualifications and biographical data with the 
petition. 

e. The written notice must state the clos-
ing date for receiving nominations by peti-
tion. At least 40 days before the annual 
meeting, nominee(s) must file the nomina-
tion petition with the secretary of the credit 
union. To be effective, nominee(s) must in-
clude a signed certificate with the nomina-
tion petition stating that they are agreeable 
to nomination and will serve if elected to of-
fice. 

f. At least 35 days before the annual meet-
ing, the secretary will post the nominations 
by petition along with those of the nomi-
nating committee in a conspicuous place in 
each credit union office and on the credit 
union’s website (if the credit union main-
tains a website). 

Section 2. Election procedures. a. The sec-
retary must place all persons nominated by 
either the nominating committee or by peti-
tion before the members. When nominations 
are closed, the chair appoints the election 
tellers. The election tellers distribute the 
ballots, collect the ballots, and tally the 
votes, and the chair announces the results. 
Except when there is only one nominee for 
each open office, all elections are by ballot 
and determined by the plurality of vote. 

b. There are no nominations from the floor 
if there are sufficient nominations by the 
nominating committee or by petition to pro-
vide at least one nominee for each open posi-
tion. If there are nominations from the floor 
and they result in more nominees than open 
positions, the chair will close nominations, 
and appoint election tellers. The election 
tellers distribute the ballots, collect the bal-
lots and tally the votes, and the chair an-
nounces the results. If there is only one 
nominee for each open office, the chair may 
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take a voice vote or declare the election of 
each nominee by general consent or accla-
mation. 

Option A3—Election by Ballot Boxes or Voting 
Machine; Nominating Committee and Nomina-
tion by Petition 

Section 1. Nomination procedures. a. At 
least 120 days before each annual meeting, 
the chair will appoint a nominating com-
mittee of three or more members. The nomi-
nating committee will nominate at least one 
member for each vacancy, including any un-
expired term vacancy, for which elections 
are being held, and determine that the mem-
bers nominated are agreeable to the placing 
of their names in nomination and will accept 
office if elected. The nominating committee 
must widely publicize the call for nomina-
tions to all members by any medium and 
interview each member that meets any 
qualifications established by the nominating 
committee. 

b. At least 90 days before the annual meet-
ing, the nominating committee files its 
nominations with the secretary of the credit 
union. At least 75 days before the annual 
meeting, the secretary notifies, in writing, 
all members eligible to vote that they may 
make nominations for vacancies by petition 
signed by 1% of the members with a min-
imum of 20 and a maximum of 500. The sec-
retary may use electronic mail to notify 
members who have opted to receive notices 
or statements electronically. 

c. The written notice must specify that the 
credit union will not conduct the election by 
ballot and there will be no nominations from 
the floor when the number of nominees 
equals the number of open positions. 

d. The notice will include, in a form ap-
proved by the board of directors, a brief 
statement of qualifications and biographical 
data for each nominee submitted by the 
nominating committee. Each nominee by pe-
tition must submit a similar statement of 
qualifications and biographical data with the 
petition. 

e. The written notice must state the clos-
ing date for receiving nominations by peti-
tion. At least 40 days before the annual 
meeting, nominee(s) must file the nomina-
tion petition with the secretary of the credit 
union. To be effective, nominee(s) must in-
clude a signed certificate with the nomina-
tion petition stating that they are agreeable 
to nomination and will serve if elected to of-
fice. 

f. At least 35 days before the annual meet-
ing, the secretary will post the nominations 
by petition along with those of the nomi-
nating committee in a conspicuous place in 
each credit union office and on the credit 
union’s website (if the credit union main-
tains a website). 

Section 2. Election procedures. The plurality 
of the vote determines all elections. The 

election is conducted by ballot boxes or vot-
ing machines, subject to the following condi-
tions: 

(a) The board of directors will appoint the 
election tellers; 

(b) At least 10 days before the annual meet-
ing, the secretary will direct the preparation 
and placement of ballot boxes, printed bal-
lots, or voting machines if there are suffi-
cient nominations made by the nominating 
committee or by petition to provide more 
nominees than open positions. The secretary 
will place the boxes or voting machines in 
conspicuous locations as determined by the 
board of directors. The secretary will post 
the names of the candidates near the boxes 
or voting machines. The posting will include 
a brief statement of the candidates’ quali-
fications and biographical data in a form ap-
proved by the board of directors; 

(c) The members have 24 hours to vote at 
conspicuous locations as the board deter-
mines. After 24 hours, election tellers will 
open the ballot boxes or voting machines, 
tally the vote, place the tally in the ballot 
boxes, and reseal the ballot boxes. The elec-
tion tellers are responsible at all times for 
the ballot boxes or voting machines and the 
integrity of the vote. The election tellers 
will keep a record of all persons voting and 
must assure themselves that each person 
voting is entitled to vote; and 

(d) The election tellers will take the ballot 
boxes to the annual meeting and place them 
in conspicuous locations with the names of 
the candidates posted near them. At the an-
nual meeting, the election tellers will dis-
tribute printed ballots to those in attend-
ance who have not voted. Members will de-
posit their votes in the ballot boxes placed 
by the election tellers. After giving the 
members an opportunity to vote at the an-
nual meeting, the chair will close balloting. 
The election tellers will open the ballot 
boxes, tally the vote, and add the vote to the 
previous count. The chair will then announce 
the result of the vote. 

Option A4—Election by Electronic Device (In-
cluding But Not Limited to Telephone and 
Electronic Mail) or Mail Ballot; Nominating 
Committee and Nominations by Petition 

Section 1. Nomination procedures. a. At 
least 120 days before each annual meeting, 
the chair will appoint a nominating com-
mittee of three or more members. The nomi-
nating committee will nominate at least one 
member for each vacancy, including any un-
expired term vacancy, for which elections 
are being held, and determine that the mem-
bers nominated are agreeable to the placing 
of their names in nomination and will accept 
office if elected. The nominating committee 
must widely publicize the call for nomina-
tions to all members by any medium and 
interview each member that meets any 
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qualifications established by the nominating 
committee. 

b. At least 90 days before the annual meet-
ing, the nominating committee files its 
nominations with the secretary of the credit 
union. At least 75 days before the annual 
meeting, the secretary notifies, in writing, 
all members eligible to vote that they may 
make nominations for vacancies by petition 
signed by 1% of the members with a min-
imum of 20 and a maximum of 500. The sec-
retary may use electronic mail to notify 
members who have opted to receive notices 
or statements electronically. 

c. The written notice must specify that the 
credit union will not conduct the election by 
ballot and there will be no nominations from 
the floor when the number of nominees 
equals the number of open positions. 

d. The notice will include, in a form ap-
proved by the board of directors, a brief 
statement of qualifications and biographical 
data for each nominee submitted by the 
nominating committee. Each nominee by pe-
tition must submit a similar statement of 
qualifications and biographical data with the 
petition. 

e. The written notice must state the clos-
ing date for receiving nominations by peti-
tion. At least 40 days before the annual 
meeting, nominee(s) must file the nomina-
tion petition with the secretary of the credit 
union. To be effective, nominee(s) must in-
clude a signed certificate with the nomina-
tion petition stating that they are agreeable 
to nomination and will serve if elected to of-
fice. 

f. At least 35 days before the annual meet-
ing, the secretary will post the nominations 
by petition along with those of the nomi-
nating committee in a conspicuous place in 
each credit union office and on the credit 
union’s website (if the credit union main-
tains a website). 

Section 2. Election procedures. The plurality 
of vote determines all elections. The election 
is conducted by electronic device or mail 
ballot, subject to the following conditions: 

(a) The board of directors will appoint the 
election tellers; 

(b) At least 30 days before the annual meet-
ing, the secretary will ensure either a print-
ed ballot or notice of ballot is mailed to all 
members eligible to vote if there are suffi-
cient nominations made by the nominating 
committee or by petition to provide more 
nominees than open positions. The secretary 
may use electronic mail to provide the no-
tice of ballot to members who have opted to 
receive notices or statements electronically; 

(c) If the credit union conducts its elec-
tions electronically, the secretary will en-
sure the transmission of the following mate-
rials to each eligible voter using the fol-
lowing procedures: 

(1) One notice of balloting stating the 
names of the candidates for the board of di-

rectors and the candidates for other sepa-
rately identified offices or committees. The 
notice must include a brief statement of 
qualifications and biographical data for each 
candidate in a form approved by the board of 
directors. The secretary may use electronic 
mail to provide the notice of ballot to mem-
bers who have opted to receive notices or 
statements electronically. 

(2) One mail ballot that conforms to Sec-
tion 2(d) of this article, as well as instruc-
tions for the electronic election procedure, 
including how to access and use the system 
and the timeframe for voting. The instruc-
tions will state that members without the 
requisite electronic device necessary to vote 
on the system may vote by submitting the 
enclosed mail ballot and specify the date the 
mail ballot must be received by the credit 
union. For members who have opted to re-
ceive notices or statements electronically, 
the mail ballot is not required and the sec-
retary may use electronic mail to provide 
the instructions for the electronic election 
procedure. 

(3) The election tellers verify, or cause to 
be verified, the name of the voter and their 
credit union account number as registered in 
the electronic balloting system. The election 
tellers will test the integrity of the balloting 
system at regular intervals during the elec-
tion period. 

(4) Election tellers must receive ballots no 
later than midnight, 5 calendar days before 
the annual meeting. 

(5) Election tellers will tally the vote and 
the chair will make the result of the vote 
public at the annual meeting. 

(6) If the electronic balloting system mal-
functions, the board of directors may, in its 
discretion, hold the election by mail ballot 
only. The mail ballots must conform to Sec-
tion 2(d) of this article and the secretary 
must mail them once more to all eligible 
members 30 days before the annual meeting. 
The board may make reasonable adjustments 
to the voting time frames above, or postpone 
the annual meeting when necessary, to com-
plete the elections before the annual meet-
ing. 

(d) If the credit union conducts its election 
by mail ballot, the secretary will ensure the 
mailing of the following materials to each 
member using the following procedures: 

(1) One ballot, clearly identified as the bal-
lot, with the names of the candidates for the 
board of directors and the candidates for 
other separately identified offices or com-
mittees printed in random order. A brief 
statement of qualifications and biographical 
data for each candidate, in a form approved 
by the board of directors, will accompany 
the ballot; 

(2) One ballot envelope, with instructions 
to place the completed ballot placed in the 
envelope and seal the envelope; 
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(3) One identification form the member 
completes that includes their name, address, 
signature and credit union account number; 

(4) One mailing envelope that instructs the 
member to insert the sealed ballot envelope 
and the identification form. The mailing en-
velope must have prepaid postage and be 
preaddressed for return to the election tell-
ers; 

(5) When properly designed with features 
that preserve the secrecy of the ballot, the 
ballot, identification form, and prepaid post-
age and preaddressed return envelope may be 
combined; 

(6) The election tellers will verify, or cause 
to be verified, the name and credit union ac-
count number of the voter as appearing on 
the identification form. The tellers will re-
tain the verified identification form and the 
sealed ballot envelope until the vote count is 
completed. In the event of a questionable or 
challenged identification form, the tellers 
must retain the identification form and 
sealed ballot envelope together until the 
verification or challenge is resolved; 

(7) Election tellers must receive ballots 
mailed to them no later than midnight 5 
days before the date of the annual meeting; 

(8) The election tellers will tally the vote. 
They will verify the result at the annual 
meeting and the chair will make the result 
of the vote public at the annual meeting. 

All Options Continue Here 

Section 3. Order of nominations. Nomina-
tions may be in the following order: 

(a) Nominations for directors. 
(b) Nominations for credit committee 

members, if applicable. Elections may be by 
separate ballots following the same order as 
the above nominations or, if preferred, may 
be by one ballot for all offices. 

Section 4. Proxy and agent voting. Members 
cannot vote by proxy. A member other than 
a natural person may vote through an agent 
designated in writing for the purpose. 

Section 5. One vote per member. Irrespective 
of the number of shares, no member has 
more than one vote. 

Section 6. Submission of information regard-
ing credit union officials to NCUA. The sec-
retary must forward the names and business 
addresses of board members, board officers, 
executive committee, credit committee 
members, if applicable, and supervisory com-
mittee members to the Administration in ac-
cordance with the Act and regulations in the 
manner as required by the Administration. 

Section 7. Minimum age requirement. Mem-
bers must be at least llll years of age by 
the date of the meeting (or for appointed of-
fices, the date of appointment) in order to 
vote at meetings of the members, hold elec-
tive or appointive office, sign nominating pe-
titions, or sign petitions requesting special 
meetings. 

The credit union may select the following 
option: 

Section 7. Members must be at least 
llllyears of age by the date of the meet-
ing in order to vote at meetings of the mem-
bers, sign nominating petitions, or sign peti-
tions requesting special meetings. Members 
must be at least llll years of age to hold 
elective or appointive office. 

The Credit Union’s board should adopt a reso-
lution inserting an age no greater than 18, or 
the age of majority under the state law applica-
ble to the credit union, in the blank space for 
voting, or not greater than 21 for holding elec-
tive or appointive office. 

The Credit Union may select the absentee bal-
lot provision in conjunction with the selected 
voting procedure. The board may do this by 
printing the credit union’s bylaws with this pro-
vision or by retaining this copy and checking 
the box. 
ll Section 8. Absentee ballots. The board of 
directors may authorize the use of absentee 
ballots in conjunction with the other proce-
dures authorized in this article, subject to 
the following conditions: 

(a) The board of directors will appoint the 
election tellers; 

(b) If there are sufficient nominations 
made by the nominating committee or by pe-
tition to provide more than one nominee for 
each open position, at least 30 days before 
the annual meeting, the secretary will en-
sure a printed ballot is mailed to all mem-
bers of the credit union who are eligible to 
vote and who have submitted a written or 
electronic request for an absentee ballot; 

(c) The secretary will ensure the following 
materials are mailed to each eligible voter 
who submitted a written or electronic re-
quest for an absentee ballot: 

(1) One ballot, clearly identified as the bal-
lot, with the names of the candidates for the 
board of directors and the candidates for 
other separately identified offices or com-
mittees printed in random order. A brief 
statement of qualifications and biographical 
data for each candidate, in a form approved 
by the board of directors, will accompany 
the ballot; 

(2) One ballot envelope clearly marked 
with instructions to place the completed bal-
lot placed in the envelope and seal the enve-
lope; 

(3) One identification form the member 
completes that includes their name, address, 
signature and credit union account number; 

(4) One mailing envelope that instructs the 
member to insert the sealed ballot envelope 
and the identification form. The mailing en-
velope must have prepaid postage and be 
preaddressed for return to the election tell-
ers; 

(5) When properly designed with features 
that preserve the secrecy of the ballot, the 
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ballot, identification form, and prepaid post-
age and preaddressed return envelope may be 
combined; 

(d) The election tellers will verify, or cause 
to be verified, the name and credit union ac-
count number of the voter as appearing on 
the identification form. The tellers will re-
tain the verified identification and the 
sealed ballot envelope until the vote count is 
completed. In the event of a questionable or 
challenged identification form, the tellers 
must retain the identification form and the 
sealed ballot envelope together until the 
verification or challenge is resolved. If more 
than one voting procedure is used, the tellers 
must verify that no eligible voter voted more 
than one time; 

(e) Election tellers must receive ballots 
mailed to them no later than midnight 5 
days before the date of the annual meeting; 

(f) Members or authorized personnel will 
deposit absentee ballots in the ballot boxes 
taken to the annual meeting or included in a 
precount in accordance with procedures spec-
ified in Article V, Section 2; and 

(g) If a member has chosen to receive 
statements and notices electronically, the 
credit union may provide notices required in 
this section by email and provide instruc-
tions for voting by electronic means instead 
of mail ballots. 

ARTICLE VI. BOARD OF DIRECTORS 

Section 1. Number of members. The board 
consists of llll directors, all of whom 
must be members. By resolution, the board 
may change the number of directors to an 
odd number not fewer than 5 or more than 15. 
The board may not reduce the number of di-
rectors unless there is a corresponding va-
cancy as a result of a death, resignation, ex-
piration of a term of office, or other action 
provided by these bylaws. The board must 
file a copy of the resolution covering any in-
crease or decrease in the number of directors 
with the official copy of the bylaws. 

Section 2. Composition of board and commit-
tees. 
ll (Fill in the number, which may be zero) 
director(s) may be a paid employee of the 
credit union. The board may appoint a man-
agement official who llll (may or may 
not) be a member of the board and one or 
more assistant management officials 
whollll (may or may not) be a member 
of the board. If the board permits the man-
agement official or assistant management 
official(s) to serve on the board, he or she 
may not serve as the chair. 
ll (Fill in the number, which may be zero) 
immediate family members, or those persons 
living in the same household, of a director 
may be a paid employee of the credit union. 

The total number of directors serving who 
fall into the categories below must not con-
stitute a majority of the board: 

• Management official plus assistant man-
agement official(s) plus other employees; 

• Immediate family members or persons in 
the same household as the management offi-
cial, assistant management official(s), and 
other employees; or 

• Management official plus assistant man-
agement official(s) plus other employees, 
plus immediate family members or persons 
in the same household as management offi-
cials, assistant management officials, and 
other employees. 
ll (Fill in the number, which may be zero) 
committee member(s) may be a paid em-
ployee of the credit union. llll (Fill in 
the number, which may be zero) immediate 
family members, or those persons living in 
the same household, of a committee mem-
ber(s) may be a paid employee of the credit 
union. 

The board may also choose the option 
below: 
ll No director or committee member, who 
is not then a paid employee of the credit 
union, may become a paid employee of this 
credit union for a minimum of llll (Fill 
in the number, which may be zero) years 
from the date the official terminates his or 
her position as a director or committee 
member. 

You can also add ‘‘unless the employee po-
sition to be filled exists as a result of a death 
or disability’’ after committee member. 

For this section, you can correct the syn-
tax by omitting the plural(s) if applicable. 

Section 3. Terms of office. Terms for direc-
tors are for periods of 2 or 3 years as decided 
by the board. All terms must be for the same 
number of years and until the election and 
qualification of successors. Terms are set 
and staggered at the first meeting, or when 
the number of directors changes, so that ap-
proximately an equal number of terms expire 
at each annual meeting. 

Section 4. Vacancies. The directors, by ma-
jority vote, will fill any vacancy on the 
board, credit committee, if applicable, or su-
pervisory committee as soon as possible. If 
all director positions become vacant at once, 
the supervisory committee immediately be-
comes the temporary board of directors and 
must follow the procedures in Article IX, 
Section 3. Directors and credit committee 
members appointed to fill a vacancy hold of-
fice only until the next annual meeting. The 
FCU’s members then vote to select a can-
didate to fill the remainder of the original 
director’s unexpired term. Members of the 
supervisory committee appointed to fill a va-
cancy on the supervisory committee hold of-
fice through the remainder of the unexpired 
term. 

Section 5. Regular and special meetings. The 
board must hold a regular meeting each 
month at the time and place fixed by resolu-
tion. The board must conduct one regular 
meeting each calendar year in person. If a 
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quorum of the board is present at the in-per-
son meeting, the remaining board members 
may participate by audio or video teleconfer-
ence. The board may conduct the other reg-
ular meetings by audio or video teleconfer-
ence. The chair, or in the chair’s absence the 
ranking vice chair, may call a special meet-
ing of the board at any time and must do so 
upon written request of a majority of the di-
rectors. The chair, or in the chair’s absence 
the ranking vice chair, will fix the time and 
place of special meetings unless the board di-
rects otherwise. The board will give notice of 
all meetings in the manner set by resolution. 
The board may conduct special meetings by 
audio or video teleconference. The board 
may take action and vote on resolutions 
without a meeting. The board must first ob-
tain unanimous consent for the action in 
writing or by electronically recorded means. 

Section 6. Board responsibilities. The board 
has the general direction and control of the 
affairs of this credit union. The board is re-
sponsible for performing all the duties cus-
tomarily done by boards of directors. This 
includes but is not limited to: 

(a) Directing the affairs of the credit union 
in accordance with the Act, these bylaws, 
the rules and regulations and sound business 
practices. 

(b) Establishing programs to achieve the 
purposes of this credit union as stated in Ar-
ticle I, Section 2, of these bylaws. 

(c) Establishing lending policies, a loan 
collection program, and authorizing the 
charge-off of uncollectible loans. 

(d) Establishing policies to address train-
ing for directors and volunteer officials in 
areas such as ethics and fiduciary responsi-
bility, regulatory compliance, and account-
ing. 

(e) Ensuring that staff and volunteers who 
handle the receipt, payment or custody of 
money or other property of this credit union; 
or property in its custody as collateral or 
otherwise, are properly bonded in accordance 
with the Act and regulations. 

(f) Performing additional acts and exer-
cising additional powers as required or au-
thorized by applicable law and regulation. 

If the credit union has an elected credit 
committee, you do not need to check a box. 
If the credit union has no credit committee 
check Option 1, and if it has an appointed 
credit committee check Option 2. 
ll Option 1. No Credit Committee. 

(g) Reviewing denied loan applications of 
members who file written requests for re-
view. 

(h) Appointing one or more loan officers 
and delegating to those officers the power to 
approve or disapprove loans, lines of credit 
or advances from lines of credit. 

(i) In its discretion, appointing a loan re-
view (the credit union may fill in another 
name if desired) committee to review loan 
denials and delegating to the committee the 

power to overturn denials of loan applica-
tions. The committee will function as a mid- 
level appeal committee for the board. The 
board must review all loans denied by the 
committee upon written request of the mem-
ber. 

The credit union may select one of three op-
tions for the makeup and term of the committee. 
Enter the option selected llll 

Option A. The committee must consist of 
three members with a term of office ofll 

(enter no more than 3) years. The committee 
may not have more than one loan officer. 

Option B. The committee must consist of 
three members and two alternates. The term 
of office of the committee members will be 
for llll (enter no more than 3) years. The 
board may appoint any number of lending 
professionals within the organization to the 
committee, provided that no loan officer 
may review any loan that he or she denied. 
At least 3 members of the committee must 
review loan denials, none of whom have been 
a party to denying the loan. 

Option C. The board may, by resolution, 
change the number of committee members 
to an odd number no less than three and no 
more than seven. The board will determine 
the length of each committee member’s term 
upon appointment and stagger terms as nec-
essary to prevent a complete turnover of 
committee members. The board must file a 
copy of the resolution covering any increase 
or decrease in the number of committee 
members with the official copy of the bylaws 
of this credit union. The committee will act 
by majority vote of members present at a 
meeting. The committee may not have more 
than one loan officer. 
ll Option 2. Appointed Credit Committee. 

(g) Appointing an odd number of credit 
committee members as provided in Article 
VIII of these bylaws. 

Section 7. Quorum. A majority of directors, 
including any vacant positions, constitutes a 
quorum for the transaction of business at 
any meeting. A majority of the directors 
holding office constitutes a quorum to fill 
any vacancies as stated in Section 4 of this 
article. Less than a quorum may adjourn 
from time to time until a quorum is in at-
tendance. 

Section 8. Attendance and removal. a. If a 
director or a credit committee member, if 
applicable, fails to attend regular meetings 
of the board or credit committee, respec-
tively, for 3 consecutive months, (choose one 
of the following) llll or 4 meetings with-
in a calendar year, or llll 4 meetings 
within any 12 consecutive months or other-
wise fails to perform any significant duties 
as a director or a credit committee member, 
the board may declare the office vacant and 
fill the vacancy as provided in the bylaws. 

b. The board may remove any board officer 
from office for failure to perform any signifi-
cant duties as an officer. Prior to removal, 
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the board must give the officer reasonable 
notice and an opportunity to respond to the 
issues. 

c. When any board officer, membership of-
ficer, executive committee member or in-
vestment committee member is absent, dis-
qualified, or otherwise unable to perform the 
duties of the office, the board may by resolu-
tion designate another member of this credit 
union to fill the position temporarily. The 
board may also, by resolution, designate an-
other member or members of this credit 
union to act on the credit committee when 
necessary in order to obtain a quorum. 

Section 9. Suspension of supervisory com-
mittee members. The board may suspend any 
member of the supervisory committee by a 
majority vote. In the event of a suspension, 
the board must hold a special meeting of the 
members at least 7 but no more than 14 days 
after any suspension. The members will de-
cide whether to remove or to restore the sus-
pended committee member of the super-
visory committee. 

The credit union may add the optional Sec-
tion 10 if desired. 

Section 10. Director Emeritus. The board of 
directors may appoint any former director 
who served on the board at least llll (fill 
in the number) years as ‘‘Director Emer-
itus.’’ The board may substitute suitable vol-
unteer service time for some of the board 
service time provided the candidate has 
served at least llll (fill in the number) 
years on the board. The individuals ap-
pointed directors emeritus function as an ad-
visory committee to the board of directors. 
Terms for directors emeritus are llll (fill 
in the number) years. The board may in-
crease or decrease the number of directors 
emeritus, or shorten or extend any director 
emeritus’s term, by resolution. Unless sepa-
rately elected or appointed, directors emer-
itus are not members of any other com-
mittee of the credit union. Directors emer-
itus are not a member or officer of the board 
of directors; they may not vote on any mat-
ter before the board or any other committee 
of the credit union; they may not receive 
any compensation from the credit union; and 
they are not required to attend any meetings 
or authorized to perform any duties other 
than providing advice to the credit union’s 
board, staff and other committees as needed. 

ARTICLE VII. BOARD OFFICERS, MANAGEMENT 
OFFICIALS AND EXECUTIVE COMMITTEE 

Section 1. Board officers. The board elects 
the following officers from their number: a 
chair, one or more vice chairs, a financial of-
ficer, and a secretary. The board determines 
the title and rank of each board officer and 
records them in the addendum to this arti-
cle. The board may compensate one board of-
ficer, the llll, for services as they deter-
mine. If the board elects more than one vice 
chair, the board determines their rank as 

first vice chair, second vice chair, and so on. 
The same person may hold the offices of the 
financial officer and secretary. If the board 
permits a management official or assistant 
management official to serve on the board, 
he or she may not serve as the chair. Unless 
removed as provided in these bylaws, the 
board officers elected at the first meeting of 
the board hold office until the first meeting 
of the board following the first annual meet-
ing of the members and until the election 
and qualification of their respective succes-
sors. 

Section 2. Election and term of office. The 
board must hold a meeting not later than 7 
days after the annual meeting to elect offi-
cers. Board officers hold office for a 1-year 
term and until the election and qualification 
of their respective successors. Any person 
elected to fill a vacancy caused by the death, 
resignation, or removal of an officer is elect-
ed by the board to serve only for the unex-
pired term of that officer and until a suc-
cessor is duly elected and qualified. 

Section 3. Duties of Chair. The chair pre-
sides at all meetings of the members and at 
all meetings of the board, unless disqualified 
through suspension by the supervisory com-
mittee. The chair also performs other duties 
customarily assigned to the office of the 
chair or duties directed to perform by resolu-
tion of the board that are not inconsistent 
with the Act, regulations, and these bylaws. 

Section 4. Approval required. The board 
must approve all individuals authorized to 
sign all notes, checks, drafts, and other or-
ders for disbursement of credit union funds. 

Section 5. Vice chair. The ranking vice 
chair has and may exercise all the powers, 
authority, and duties of the chair during the 
chair’s absence or inability to act. 

Section 6. Duties of financial officer. i. The 
financial officer manages this credit union 
under the control and direction of the board 
unless the board has appointed a manage-
ment official to act as general manager. Sub-
ject to limitations, controls and delegations 
the board may impose, the financial officer 
will: 

(a) Have charge over all funds, securities, 
valuable papers and other assets of this cred-
it union. 

(b) Provide and maintain full and complete 
records of all the assets and liabilities of this 
credit union in accordance with prescribed 
law, regulation, and Administration guid-
ance. 

(c) Within 20 days after the close of each 
month, prepare and submit to the board a fi-
nancial statement showing the condition of 
this credit union as of the end of the month, 
including a summary of delinquent loans; 
and post a copy of the statement in a con-
spicuous place in the office of the credit 
union where it will remain until replaced by 
the next month’s financial statement. 
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(d) Ensure that financial and other reports 
the Administration may require are prepared 
and sent. 

(e) Within standards and limitations set by 
the board, employ sufficient staff to run the 
credit union, and have the power to remove 
these employees. 

(f) Perform other duties customarily as-
signed to the office of the financial officer or 
duties assigned by board resolution that are 
not inconsistent with the Act, regulations, 
and these bylaws. 

ii. The board may employ one or more as-
sistant financial officers, none of whom may 
also hold office as chair or vice chair. The 
board may authorize them, under the direc-
tion of the financial officer, to perform any 
of the duties falling to the financial officer, 
including the signing of checks. When des-
ignated by the board, any assistant financial 
officer may also act as financial officer dur-
ing the financial officer’s temporary absence 
or temporary inability to act. 

Section 7. Duties of management official and 
assistant management official. The board may 
appoint a management official who is under 
the direction and control of the board or of 
the financial officer as determined by the 
board. The board may assign any or all of 
the responsibilities of the financial officer 
described in Section 6 of this article. The 
board will determine the title and rank of 
each management official and record them 
in the addendum to this article. The board 
may employ one or more assistant manage-
ment officials. The board may authorize as-
sistant management officials under the di-
rection of the management official, to per-
form any of the duties falling to the manage-
ment official, including the signing of 
checks. When designated by the board, any 
assistant management official may also act 
as management official during the manage-
ment official’s temporary absence or tem-
porary inability to act. 

Section 8. Board powers regarding employees. 
The board employs, fixes the compensation, 
and prescribes the duties of employees as 
necessary, and has the power to remove em-
ployees, unless it has delegated these powers 
to the financial officer or management offi-
cial. Management does not have the power or 
duty to employ, prescribe the duties of, or 
remove necessary clerical and auditing as-
sistance employed or used by the supervisory 
committee or remove any loan officer ap-
pointed by the credit committee. 

The credit union may select one of the fol-
lowing options and add it to the end of Sec-
tion 8. 

No director or committee member, who is 
not then a paid employee of the credit union, 
may become a paid employee of this credit 
union for a minimum of llll (Fill in the 
number, which may be zero) years from the 
date the official terminates his or her posi-
tion as a director or committee member. 

No director, committee member, imme-
diate family member of a director or com-
mittee member, or person in the same house-
hold as a director or committee member, 
who is not then a paid employee of this cred-
it union, may become a paid employee of the 
credit union for a minimum of llll (Fill 
in the number, which may be zero) years 
from the date the official terminates his or 
her position as a director or committee 
member. 

No director, committee member, imme-
diate family member of a director or com-
mittee member, or person in the same house-
hold as a director or committee member, 
who is not then a paid employee of the credit 
union, may become a paid employee of this 
credit union for a minimum of llll (Fill 
in the number, which may be zero) years 
from the date the official terminates his or 
her position as a director or committee 
member, unless the employee position to be 
filled exists as a result of a death or dis-
ability. 

No official, who is not already a paid em-
ployee of this credit union, may become a 
paid employee of this credit union for a min-
imum of llll (Fill in the number, which 
may be zero) years from the date the official 
terminates his or her position as a director 
or committee member, unless the employee 
position to be filled exists as a result of 
death or disability. The term ‘‘official’’ in 
this bylaw means a person who is a member 
of the board of directors, supervisory com-
mittee, or other volunteer committee estab-
lished by the board of directors. 

Section 9. Duties of secretary. The secretary 
prepares and maintains full and correct 
records of all meetings of the members and 
of the board. The secretary will prepare a 
record of each respective meeting within 7 
days after its completion. The secretary 
must promptly inform the Administration in 
writing of any change in the address of the 
office of this credit union or the location of 
its principal records. The secretary provides 
the proper notice of all meetings of the 
members in the manner prescribed in these 
bylaws. The secretary also performs other 
duties as directed by resolution of the board 
that are not inconsistent with the Act, regu-
lation, and these bylaws. The board may em-
ploy one or more assistant secretaries, none 
of whom may also hold office as chair, vice 
chair, or financial officer, and may authorize 
them under direction of the secretary to per-
form any of the duties assigned to the sec-
retary. 

Section 10. Executive committee. As author-
ized by the Act, the board may appoint an 
executive committee of not fewer than three 
directors to serve at its pleasure, to act for 
it with respect to the board’s specifically 
delegated functions. When making delega-
tions to the executive committee, the board 
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must be specific with regard to the commit-
tee’s authority and limitations related to 
the particular delegation. The board may 
also authorize any of the following to act 
upon membership applications under condi-
tions the board and these bylaws may pre-
scribe: an executive committee; a member-
ship officer(s) appointed by the board from 
the membership, other than a board member 
paid as an officer; the financial officer; any 
assistant to the paid officer of the board or 
to the financial officer; or any loan officer. 
The board may not compensate the executive 

committee member or membership officer as 
such. 

Section 11. Investment committee. The board 
may appoint an investment committee com-
posed of not less than two, to serve at its 
pleasure to have charge of making invest-
ments under rules and procedures estab-
lished by the board. The board may not com-
pensate any member of the investment com-
mittee as such. 

Addendum: The board must list the posi-
tions of the board officers and management 
officials of this credit union. They are as fol-
lows: 

Position Credit union title Officer or official name 

Board Chair. 
Vice Chair. 
Treasurer. 
Secretary. 
Management Official. 
Other 1. 
Other 2. 
Other 3. 
Other 4. 

Select Option 1 if the credit union has a 
credit committee and Option 2 if it does not 
have a credit committee. 

ARTICLE VIII. OPTION 1 CREDIT COMMITTEE 

Section 1. Credit committee members. The 
credit committee consists of llll mem-
bers. All the members of the credit com-
mittee must be members of this credit union. 
The board determines the number of mem-
bers on the credit committee, which must be 
an odd number and may not be fewer than 3 
and no more than 7. The board may not re-
duce the number of members unless there is 
a corresponding vacancy as a result of a 
death, resignation, expiration of a term of 
office, or other action provided by these by-
laws. The board must file a copy of the reso-
lution covering any increase or decrease in 
the number of committee members with the 
official copy of the bylaws of this credit 
union. 

Section 2. Terms of office. Regular terms of 
office for elected credit committee members 
are for periods of either 2 or 3 years as the 
board determines. All regular terms are for 
the same number of years and until the elec-
tion and qualification of successors. The 
board will fix the regular terms at the begin-
ning or upon any increase or decrease in the 
number of committee members so that ap-
proximately an equal number of regular 
terms expire at each annual meeting. The 
board determines the periods for the regular 
terms of office for appointed credit com-
mittee members and records these periods in 
the board’s minutes. 

Section 3. Officers of credit committee. The 
credit committee chooses from their number 

a chair and a secretary. The secretary of the 
committee prepares and maintains full and 
correct records of all actions taken by it. 
They must prepare those records within 3 
days after the action. The same person may 
hold the offices of the chair and secretary. 

Section 4. Credit committee powers. The 
credit committee may, by majority vote of 
its members, appoint one or more loan offi-
cers to serve at its pleasure. The committee 
may delegate to them the power to approve 
loan applications, share withdrawals, re-
leases and substitutions of security, within 
limits specified by the committee and within 
limits of applicable law and regulations. The 
committee may not appoint more than one 
of its members as a loan officer. Each loan 
officer must furnish to the committee a 
record of each approved or not approved 
transaction within 7 days of the date of the 
filing of the application or request. This 
record becomes a part of the committee’s 
records. The committee must act on all ap-
plications or requests not approved by a loan 
officer. No individual may disburse funds of 
this credit union for any application or share 
withdrawal that the individual has approved 
as a loan officer. 

Section 5. Credit committee meetings. The 
credit committee must hold at least one 
meeting a month and as frequently as re-
quired to complete the business of this credit 
union. The committee will give notice of 
meetings to its members in the manner it 
prescribes by resolution. 

Section 6. Credit committee duties. For each 
loan, the credit committee or loan officer 
must review the character and financial con-
dition of the applicant and their surety, if 

VerDate Sep<11>2014 14:14 Apr 02, 2021 Jkt 253041 PO 00000 Frm 00511 Fmt 8010 Sfmt 8002 Q:\12\12V7.TXT PC31kp
ay

ne
 o

n 
V

M
O

F
R

W
IN

70
2 

w
ith

 $
$_

JO
B



502 

12 CFR Ch. VII (1–1–21 Edition) Pt. 701, App. A 

any. The credit committee or loan officer 
will ascertain the applicant’s ability to fully 
and promptly repay the loan. The credit 
union may use an automated loan processing 
system to conduct this review, subject to the 
conditions set forth in Section 7, below. 
Where appropriate, the credit committee or 
loan officers should provide, or refer appli-
cants to, financial counseling assistance. 

Section 7. Unapproved loans prohibited. The 
credit committee must approve all loans. If 
the credit union uses an automated lending 
system, the credit committee must review 
all loan applications the system has denied 
and review at least a sample of approved 
loans to screen for fraud and ensure the 
automated system is functioning within the 
lending policies the board has established. 

Section 8. Lending procedures. The credit 
committee, loan officer, or automated sys-
tem determines the required security, if any, 
and the terms of repayment for each applica-
tion. All lending decisions and loan terms 
must comply with applicable law and regula-
tions, these bylaws, and board policy. The se-
curity furnished must be adequate in quality 
and character as well as consistent with 
sound lending practices. When the credit 
union does not have the funds available to 
make all the loans requested, the credit 
committee should give preference, in all 
cases, to the smaller applications if the need 
and credit factors are nearly equal. 

ARTICLE VIII. OPTION 2 LOAN OFFICERS (NO 
CREDIT COMMITTEE) 

Section 1. Records of loan officer; prohibition 
on loan officer disbursing funds. Each loan of-
ficer must maintain a record of each ap-
proved or not approved transaction within 7 
days of the filing of the application or re-
quest. This record then becomes a part of the 
records of the credit union. No individual 
may disburse funds of this credit union for 
any application or share withdrawal that the 
individual has approved as a loan officer. 

Section 2. Loan officer duties. For each 
loan, the loan officer must review the char-
acter and financial condition of the appli-
cant and their surety, if any. The loan offi-
cer will ascertain the applicant’s ability to 
fully and promptly repay the loan. The cred-
it union may use an automated loan proc-
essing system to conduct this review, subject 
to the conditions set forth in Section 3, 
below. Where appropriate, the loan officer 
should provide, or refer applicants to, finan-
cial counseling assistance. 

Section 3. Unapproved loans prohibited. The 
loan officer must approve all loans. Loan 
terms and rates must comply with applicable 
law and regulations. If the credit union uses 
an automated lending system, the loan offi-
cer must review all loan applications the 
system has denied, and review at least a 
sample of approved loans to screen for fraud 
and ensure the automated system is func-

tioning within the lending policies the board 
has established. 

Section 4. Lending procedures. The loan of-
ficer or automated lending system determine 
the required security, if any, and the terms 
of repayment for each application. All lend-
ing decisions and loan terms must comply 
with applicable law and regulation, these by-
laws, and board policy. The security fur-
nished must be adequate in quality and char-
acter as well as consistent with sound lend-
ing practices. When the credit union does not 
have the funds available to make all the 
loans requested, the loan officer should give 
preference, in all cases, to the smaller appli-
cations if the need and credit factors are 
nearly equal. 

ARTICLE IX. SUPERVISORY COMMITTEE 

Section 1. Appointment and membership. The 
board appoints the supervisory committee 
from members of this credit union. One of 
the committee members may be a director 
other than the financial officer or the paid 
officer of the board. The board determines 
the number of members on the committee, 
which may not be fewer than 3 or more than 
5. No member of the credit committee, if ap-
plicable, or employee of this credit union 
may be appointed to the committee. Terms 
of committee members are for periods of 1, 2, 
or 3 years as decided by the board. 

However, all terms are for the same num-
ber of years and until the appointment and 
qualification of successors. Terms are set 
and staggered at the beginning, or on the in-
crease or decrease in the number of com-
mittee members so that approximately an 
equal number of terms expire at each annual 
meeting. 

Section 2. Officers of supervisory committee. 
The supervisory committee members choose 
from their number a chair and a secretary. 
The secretary prepares, maintains, and has 
custody of all records of the committee’s ac-
tions. The same person may hold the offices 
of chair and secretary. 

Section 3. Duties of supervisory committee. 
a. The supervisory committee makes, or 

arranges for, the audits, and prepares and 
submits the written reports required by the 
Act and regulations. The committee may 
employ and use the clerical and auditing as-
sistance required to carry out its responsibil-
ities. The committee may request the board 
to provide compensation for this assistance. 
It will prepare and forward to the Adminis-
tration required reports. 

b. If all director positions become vacant 
at once, the supervisory committee imme-
diately assumes the role of the board of di-
rectors. The supervisory committee acting 
as the board must generally call and hold a 
special meeting to elect a board. That board 
will serve until the next annual meeting. 
They must hold the special meeting at least 
7 but no more than 14 days after all director 
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positions became vacant. Nominations for 
the board at the special meeting are by peti-
tion or from the floor. However, the super-
visory committee may forego the special 
meeting if the next annual meeting will 
occur within 45 days after all the director po-
sitions become vacant. 

c. The supervisory committee acting as the 
board may not act on policy matters. How-
ever, directors elected at a special meeting 
have the same powers as directors elected at 
the annual meeting. 

Section 4. Verification of accounts. The su-
pervisory committee will cause the 
verification of the accounts of members with 
the records of the financial officer from time 
to time and not less frequently than as re-
quired by the Act and regulations. The com-
mittee must maintain a record of this 
verification. 

Section 5. Powers of supervisory committee— 
removal of directors and credit committee mem-
bers. By unanimous vote, the supervisory 
committee may suspend any director, board 
officer, or member of the credit committee. 
In the event of a suspension, the supervisory 
committee must call a special meeting of the 
members to act on the suspension. They 
must hold the meeting at least 7 but no more 
than 14 days after the suspension. The chair 
of the committee acts as chair of the meet-
ing unless the members select another per-
son to act as chair. 

Section 6. Powers of supervisory committee— 
special meetings. By majority vote, the super-
visory committee may call a special meeting 
of the members to: consider any violation of 
the provisions of the Act, the regulations, 
the credit union’s charter or bylaws; or to 
consider any practice of this credit union the 
committee deems to be unsafe or unauthor-
ized. 

ARTICLE X. ORGANIZATION MEETING 

Section 1. Initial meeting. When making an 
application for a federal credit union char-
ter, the subscribers to the organization cer-
tificate must meet to elect a board of direc-
tors and a credit committee, if applicable. 
The Agency may revoke the charter for fail-
ure to start operations within 60 days after 
receipt of the approved organization certifi-
cate unless the Agency approves an exten-
sion of time. 

Section 2. Election of directors and credit 
committee. The subscribers elect a chair and a 
secretary for the meeting. The subscribers 
then elect a board of directors and a credit 
committee, if applicable. The elected direc-
tors or committee members will hold office 
until the first annual meeting of the mem-
bers and until the election of their respective 
successors. Every person elected under this 
section or appointed under Section 3 of this 
article, must become a member within 30 
days if they are not already. If any person 
elected as a director or committee member 

or appointed as a supervisory committee 
member does not become a member within 30 
days of election or appointment, the office 
will automatically become vacant and be 
filled by the board. 

Section 3. Election of board officers. Prompt-
ly after the elections held under the provi-
sions of Section 2 of this article, the board 
must meet to elect the board officers. The of-
ficers will hold office until the first meeting 
of the board of directors after the first an-
nual meeting of the members and until the 
election of their respective successors. The 
board also appoints a supervisory committee 
at this meeting as provided in Article IX, 
Section 1, of these bylaws and a credit com-
mittee, if applicable. The appointed members 
hold office until the first regular meeting of 
the board after the first annual meeting of 
the members and until the appointment of 
their respective successors. 

After five years of operation, the credit 
union may select the following: 

Article X of the bylaws shall be amended 
to read as follows: 
Reserved. 

ARTICLE XI. LOANS AND LINES OF CREDIT TO 
MEMBERS 

Section 1. Loan purposes. The credit union 
may make loans to members for provident or 
productive purposes in accordance with ap-
plicable law and regulations. 

The credit union may add business as one 
of its purposes by placing a comma after 
‘‘provident’’ and inserting ‘‘business.’’. 

Section 2. Delinquency. Any member whose 
loan is delinquent may be required to pay a 
late charge as determined by the board of di-
rectors. 

ARTICLE XII. DIVIDENDS 

Section 1. Power of board to declare divi-
dends. The board sets dividend periods and 
declares dividends as permitted by the Act 
and applicable law and regulation. 

ARTICLE XIII. RESERVED 

ARTICLE XIV. EXPULSION AND WITHDRAWAL 

Section 1. Expulsion procedure; expulsion or 
withdrawal does not affect members’ liability or 
shares. To expel a member, the credit union 
must: 

• Call a special meeting of the members; 
• Provide the member the opportunity to 

be heard; and 
• Obtain a two-thirds vote of the members 

present at the special meeting. 
The credit union may also expel a member 

under a nonparticipation policy given to 
each member that follows the requirements 
found in the Act. Expulsion or withdrawal 
does not relieve a member of any liability to 
this credit union. The credit union will pay 
all of their shares upon their expulsion or 
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withdrawal less any amounts due to this 
credit union. 

ARTICLE XV. MINORS 

Section 1. Minors permitted to own shares. 
The credit union may issue shares in the 
name of a minor. State law governs the 
rights of minors to transact business with 
this credit union. 

ARTICLE XVI. GENERAL 

Section 1. Compliance with law and regula-
tion. The members, directors, officers, and 
employees of this credit union must exercise 
all power, authority, duties, and functions 
according to the provisions of these bylaws 
in strict conformity with the provisions of 
applicable law and regulations, and the cred-
it union’s charter and bylaws. 

Section 2. Confidentiality. The officers, di-
rectors, members of committees and employ-
ees of this credit union must keep all mem-
ber transactions and all information respect-
ing their personal affairs in confidence, un-
less otherwise directed by state or federal 
law. 

Section 3. Removal of directors and committee 
members. Notwithstanding any other provi-
sions in these bylaws, any director or com-
mittee member of this credit union may be 
removed from office by the affirmative vote 
of a majority of the members present at a 
special meeting called for the purpose, but 
only after an opportunity has been given to 
be heard. If member votes at a special meet-
ing result in the removal of all directors, the 
supervisory committee immediately becomes 
the temporary board of directors and must 
follow the procedures in Article IX, Section 
3. 

Section 4. Conflicts of interest prohibited. No 
director, committee member, officer, agent, 
or employee of this credit union may partici-
pate in any manner, directly or indirectly, in 
the consideration or determination of any 
question affecting his or her pecuniary or 
personal interest or the pecuniary interest of 
any corporation, partnership, or association 
(other than this credit union) in which he or 
she is directly or indirectly interested. 

If the board receives a matter affecting 
any director’s interest, the director must 
withdraw from the consideration or deter-
mination of that matter. If the remaining 
qualified directors present at the meeting 
plus the disqualified director or directors 
constitute a quorum, the remaining qualified 
directors, by majority vote, may exercise 
with respect to this matter all the powers of 
the board. In the event of the disqualifica-
tion of any member of the credit committee, 
if applicable, or the supervisory committee, 
that committee member must withdraw 
from the deliberation or determination. 

Section 5. Records. The board must pre-
serve copies of the organization certificate of 

this credit union, its bylaws, any amend-
ments to the bylaws, and any special author-
izations by the Administration. The board 
must attach copies of the organization cer-
tificate and field of membership amendments 
as an appendix to these bylaws. The board 
must record all returns of nominations, elec-
tions, and proceedings of all regular and spe-
cial meetings of the members and directors 
in the minutes of this credit union. The re-
spective chair or presiding officer and the 
person serving as secretary of the meeting 
must sign all minutes of the meetings of the 
members, the board, and the committees. All 
copies and records maintained under this 
section may be stored physically or elec-
tronically provided that the information is 
readily accessible to the directors, com-
mittee members of this credit union, mem-
bers, and the Administration. Moreover, sig-
natures may be provided electronically 
where permissible under federal or state law. 

Section 6. Availability of credit union 
records. All books of account and other 
records of this credit union must be avail-
able upon request at all times to the direc-
tors, committee members of this credit 
union, and members provided they have a 
proper purpose for obtaining the records. If 
this credit union maintains a website cur-
rently or in the future, the board must post 
the bylaws of this credit union on the 
website. The board must also make the char-
ter and bylaws of this credit union available 
for inspection by any member, upon request. 
If the member requests a copy of the charter 
or bylaws, the board will provide a copy to 
the member. The board may provide this 
copy to the member in physical or electronic 
copy. If the member requests a physical 
copy, the board may charge a reasonable fee 
for the physical copy. 

Section 7. Member contact information. 
Members must keep the credit union in-
formed of their current mailing address or, if 
the member has elected to receive electronic 
communications, their current email ad-
dress. 

Section 8. Indemnification. (a) Subject to 
the limitations in § 701.33(c)(5) through (c)(7) 
of the regulations, the credit union may 
elect to indemnify to the extent authorized 
by (check one). 

[ ] Law of the State of llll: 
[ ] Model Business Corporation Act: 
The following individuals from any liabil-

ity asserted against them and expenses rea-
sonably incurred by them in connection with 
judicial or administrative proceedings to 
which they are or may become parties by 
reason of the performance of their official 
duties (check as appropriate). 

[ ] Current officials. 
[ ] Former officials. 
[ ] Current employees. 
[ ] Former employees. 
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(b) The credit union may purchase and 
maintain insurance on behalf of the individ-
uals indicated in paragraph (a) of this sec-
tion against any liability asserted against 
them and expenses reasonably incurred by 
them in their official capacities and arising 
out of the performance of their official du-
ties to the extent such insurance is per-
mitted by the applicable State law or the 
Model Business Corporation Act. 

(c) The term ‘‘official’’ in this bylaw means 
a person who is a member of the board of di-
rectors, credit committee, supervisory com-
mittee, other volunteer committee (includ-
ing elected or appointed loan officers or 
membership officers), established by the 
board of directors. 

Section 9. Pronouns, Singular and Plural. 
Unless the context requires otherwise, words 
denoting the singular may be construed as 
denoting the plural, words of the plural may 
be construed as denoting the singular, and 
words of one gender may be construed as de-
noting such other gender as is appropriate. 

ARTICLE XVII. AMENDMENTS OF BYLAWS AND 
CHARTER 

Section 1. Amendment procedures. The board 
may adopt amendments of these bylaws by 
an affirmative two-thirds vote of the direc-
tors. Written NCUA approval is required for 
the amendment of the bylaws to become ef-
fective. After adopting amendments, the 
credit union will update the bylaws posted 
on its website (if such credit union main-
tains a website) and ensure that members 
seeking to inspect the bylaws receive the 
most current version of the bylaws. To adopt 
amendments to the credit union’s charter, 
board members must vote at a duly held 
meeting after receiving prior written notice 
of the meeting and a copy of the proposed 
amendment or amendments with the notice. 
Written NCUA approval is required for the 
amendment to the charter to become effec-
tive. 

ARTICLE XVIII. DEFINITIONS 

Section 1. General definitions. When used in 
these bylaws the terms: 

‘‘Act’’ means the Federal Credit Union 
Act, as amended. 

‘‘Administration’’ means the National 
Credit Union Administration. 

‘‘Agency’’ means the Regional Director, 
the Director of the Office of National Exami-
nations and Supervision, or the Director of 
the Office of Credit Union Resources and Ex-
pansion. 

‘‘Applicable law and regulations’’ means 
the Federal Credit Union Act and rules and 
regulations issued thereunder or other appli-
cable federal and state statutes and rules 
and regulations issued thereunder as the 
context indicates. 

‘‘Board’’ means board of directors of the 
federal credit union. 

‘‘Board officers’’ means: 
1. ‘‘Chair’’ means Presiding Board officer, 

President of the Board, Presiding Board Offi-
cer, or Chairperson. 

2. ‘‘Vice Chair’’ means Vice President. 
3. ‘‘Financial Officer’’ means Treasurer. 
4. ‘‘Secretary’’ means Recording Officer. 
5. ‘‘Management Official’’ means General 

Manager, Manager, President, or Chief Exec-
utive Officer. 

‘‘Charter’’ means the approved organiza-
tion certificate and field of membership 
issued by the National Credit Union Admin-
istration or one of its predecessors. It is the 
document that authorizes a group to operate 
as a credit union, defines the fundamental 
limits of its operating authority, and in-
cludes the persons the credit union is per-
mitted to accept for membership. 

‘‘Field of membership’’ means the persons 
(including organizations and other legal en-
tities) a credit union is permitted to accept 
for membership. 

‘‘Immediate family member’’ means 
spouse, child, sibling, parent, grandparent, 
grandchild, stepparents, stepchildren, 
stepsiblings, and adoptive relationships. 

‘‘Loans’’ means any type of loan product 
the credit union offers. This includes, but is 
not limited to, consumer loans, lines of cred-
it, credit cards, member business loans, com-
mercial loans, and real estate loans. 

‘‘Management’’ means the Board, Finan-
cial Officer, and Management Official. 

‘‘Member’’ means a person must: 
1. Be eligible for membership under Sec-

tion 5 of the charter; 
2. Sign membership forms as approved by 

the credit union board; 
3. Subscribe to at least one share (par 

value) of stock; 
4. Pay the initial installment; 
5. Pay an entrance fee, if required; and 
6. Be eligible to vote upon reaching the 

minimum age the credit union establishes 
for voting and participation in the affairs of 
the credit union. 

‘‘Membership Officer’’ means a majority of 
the board of directors, a majority of the 
members of a duly authorized executive com-
mittee, or an individual(s) appointed by the 
board of directors to serve as such. 

‘‘NCUA Board’’ means the Board of the Na-
tional Credit Union Administration. 

‘‘Person in the same household’’ means an 
individual living in the same residence main-
taining a single economic unit. 

‘‘Regulation’’ or ‘‘regulations’’ means rules 
and regulations issued by the NCUA Board. 

‘‘Share’’ or ‘‘shares’’ means all classes of 
shares and share certificates that may be 
held in accordance with applicable law and 
regulations. 
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4 See OGC Op. No. 08–0431 (Aug. 12, 2008). 5 12 U.S.C. 1764. 

Official NCUA Commentary—Federal Credit 
Union Bylaws 

ARTICLE II. QUALIFICATIONS FOR MEMBERSHIP 

i. Entrance fee: FCUs may not vary the en-
trance fee among different classes of mem-
bers (such as students, minors, or non-nat-
ural persons) because the Act requires a uni-
form fee. FCUs may, however, eliminate the 
entrance fee for all applicants. 

ii. Membership application procedures: Under 
section 113 of the Act,3 the board acts upon 
applications for membership. However, the 
board can appoint membership officers from 
among the members of the credit union. 
Such membership officers cannot be a paid 
officer of the board, the financial board offi-
cer, any assistant to the paid officer of the 
board or to the financial officer, or any loan 
officer. As described under section 2 of this 
Article, an applicant becomes a member 
upon approval by a membership officer and 
payment of at least one share (or install-
ment) and uniform entrance fee, if applica-
ble. 

iii. Violent, belligerent, disruptive, or abusive 
members: Many credit unions have confronted 
the issue of handling a violent, belligerent, 
disruptive, or abusive individual. Doing so is 
not a simple matter, insofar as it requires 
the credit union to balance the need to pre-
serve the safety of individual staff, other 
members, and the integrity of the workplace, 
on one hand, with the rights of the affected 
member on the other. In accordance with the 
Act and applicable interpretations by the 
NCUA’s Office of General Counsel, there is a 
reasonably wide range within which FCUs 
may fashion a policy that works in their 
case. Thus, an individual that has become 
violent, belligerent, disruptive, or abusive 
may be prohibited from entering the prem-
ises or making telephone contact with the 
credit union, and the individual may be se-
verely restricted in terms of eligibility for 
products or services. So long as the indi-
vidual is not barred from exercising the right 
to vote at annual meetings and is allowed to 
maintain a regular share account, the FCU 
may fashion and implement a policy that is 
reasonably designed to preserve the safety of 
its employees and the integrity of the work-
place.4 The policy need not be identical nor 
applied uniformly in all cases—there is room 
for flexibility and a customized approach to 
fit the particular circumstances. In fact, the 
NCUA anticipates that some circumstances, 
such as violence against another member or 
credit union staff in the FCU or its sur-
rounding property, an FCU may take imme-
diate action to restrict most, if not all, serv-
ices to the violent member. In other situa-
tions, such as a member that frequently 

writes checks with insufficient funds, the 
FCU may attempt to resolve the matter with 
the member before limiting check writing 
services. Once adopted, members must re-
ceive notice. The FCU should disclose the 
policy to new members when they join and 
notify existing members of the policy at 
least 30 days before it becomes effective. The 
FCU’s board has the option to adopt the op-
tional amendment addressing members in 
good standing. Examples of violent, bellig-
erent, disruptive, or abusive conduct include, 
but are not limited to, a member threatening 
physical harm to employees, a member re-
peatedly purchasing gifts for or asking tell-
ers on dates, a member repeatedly cursing at 
employees, and a member threatening to fol-
low a loan officer home for a denying loan. 

FCUs should also make specific note of Ar-
ticle XIV, section 1 of the bylaws, which 
spells out in detail the procedure required to 
expel an individual from membership. This 
procedure is mandated by the Act.5 Further-
more, Article XVI specifies that the credit 
union, its powers and duties, and the func-
tions of its members, officers and directors, 
are all strictly circumscribed by law and reg-
ulation. The commentary for Article XVI 
provides more details on members using ac-
counts for unlawful purposes. 

ARTICLE III. SHARES OF MEMBERS 

i. Installments: FCUs may insert zero for 
the number of installments. The Act allows 
membership upon the payment of the initial 
installment of a membership share, but the 
NCUA no longer views this provision as re-
quiring FCUs to offer the option of paying 
for the membership share in installments. 

ii. Par value: FCUs may establish differing 
par values for different classes of members 
or types of accounts (such as students, mi-
nors, or non-natural persons), provided this 
action does not violate any federal, state or 
local antidiscrimination laws. For example, 
an FCU may want to establish a higher par 
value for recent credit union members, with-
out requiring long-time members to bring 
their accounts up to the new par value. A 
differing par value may also be permissible 
for different types of accounts, such as re-
quiring a higher par value for a member with 
only a share draft account. If a credit union 
adopts differing par values, all of the pos-
sible par values must be stated in section 1. 
The FCU Bylaws include several options for 
differing par values. The credit union may 
select one or more of these or establish its 
own. 

iii. Regular share account: To establish 
membership, the member must subscribe to 
one par value of share. The share does not 
have to be in a regular share account. The 
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6 See OGC Op. No. 92–0522 (June 15, 1992). 7 OGC Op. No. 99–1110 (Feb. 25, 2000). 

bylaws include two options. One option re-
quires the member to have a regular share 
account to open membership, and one option 
allows them to use any other account. The 
board may select which option to use. If the 
board does not select an option, the member 
must have a regular share account to open 
an account. Please note, if the board selects 
an account other than the regular share, the 
requirements of Article III, section 3 still 
apply. The member must maintain one share 
to remain a member. 

iv. Reduction in share balance below par 
value: When a member’s account balance 
falls below the par value, section 3 of this ar-
ticle requires FCUs to allow members a min-
imum time period to restore their account 
balance to the par value before membership 
is terminated. FCUs may not delete this re-
quirement or delete references to this re-
quirement in Article II, section 3. If the 
share balance falls below the par value and 
does not increase the balance within the 
time set by the board, membership is termi-
nated. 

v. Trusts: Trusts and shares issued in trust 
can be a complicated subject. For purposes of 
the FCU Bylaws, perhaps the main issue is 
the distinction between revocable and irrev-
ocable trusts. In the case of a revocable 
trust, the individual who establishes the 
trust is essentially still in control of the 
funds during his lifetime. Thus, the account 
owner can change the designated beneficiary 
at any time, and he or she can determine 
whether the identified beneficiary actually 
receives any money simply by deciding to 
withdraw the funds before his or her own 
death. Accordingly, the requirement in the 
case of revocable trust accounts is simply 
that the owner of the funds be a member of 
the FCU. Furthermore, provided the owner 
of the funds is within the field of member-
ship and eligible for membership, he or she 
may use the vehicle of the payable-on-death 
or revocable trust account itself as the 
method of becoming a member. There is no 
requirement that the account holder first es-
tablish a regular share account to become a 
member. In accordance with legal opinions 
issued by the NCUA’s Office of General Coun-
sel, an individual may fulfill the require-
ment of becoming a member by subscribing 
to the equivalent of the par value of one 
share, which can be done through the open-
ing of any type of account the credit union 
offers.6 

There is no requirement that the bene-
ficiaries be members, since they may never 
actually come to own the funds or have a 
right to them. Furthermore, in the case of a 
revocable trust, since it is essentially indis-
tinguishable from the member, there is no 
need for the trust to have a separate account 

number assigned or for it to be viewed as a 
legal entity separate from the member who 
set it up. 

In the case of an irrevocable trust, the re-
quirements are somewhat different. Member-
ship requirements here may be met though 
either the settlor, who is the original owner 
of the funds, or the beneficiary, who obtains 
an equitable, beneficial interest in the funds 
once the trust is established. So long as one 
or the other is eligible for membership, the 
credit union may accept the account. Fur-
thermore, as with revocable trusts, the mem-
bership obligation can be met through the 
opening of the trust account itself; it is not 
required that the beneficiary or the settlor 
have previously established a separate, reg-
ular share account. Most irrevocable trusts 
have a trustee who has administrative re-
sponsibility for the account, and so the cred-
it union will typically deal with the trustee 
for purposes such as sending monthly state-
ments and year-end tax reporting. However, 
the trustee need not actually be a member of 
the credit union, and the credit union need 
not necessarily view the trust account as a 
separate legal entity, with its own separate 
tax ID number. Instead, it need only verify 
and confirm the eligibility of either the set-
tlor or the beneficiary (or all of the settlors 
or all of the beneficiaries in the case of mul-
tiple settlors or beneficiaries) to join the 
credit union. 

A trust itself, either revocable or irrev-
ocable, may be a member of the credit union 
in its own right if all parties to the trust, in-
cluding all settlors, beneficiaries and trust-
ees, are within the field of membership.7 If 
all parties to the trust are within a credit 
union’s field of membership, the trust will 
qualify as ‘‘an organization of such persons,’’ 
which is a standard clause in FCU fields of 
membership. 

ARTICLE IV. MEETINGS OF MEMBERS 

i. Annual and special meetings: FCUs are en-
couraged to provide a live webcast of annual 
and special meetings for interested members, 
and/or post a video of the annual meeting on 
the FCU’s website. The NCUA Board encour-
ages this policy for FCUs that currently 
have a website. 

ARTICLE V. ELECTIONS 

i. Eligibility requirements: The Act and the 
FCU Bylaws contain the only eligibility re-
quirements for membership on an FCU’s 
board of directors, which are as follows: 

(a) The individual must be a member of the 
FCU before distribution of ballots; 

(b) The individual cannot have been con-
victed of a crime involving dishonesty or 
breach of trust unless the NCUA Board has 
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waived the prohibition for the conviction; 
and 

(c) The individual meets the minimum age 
requirement established under Article V, § 7 
of the FCU Bylaws. 

Anyone meeting the three eligibility re-
quirements may run for a seat on the board 
of directors if properly nominated. It is the 
nominating committee’s duty to ascertain 
that all nominated candidates, including 
those nominated by petition, meet the eligi-
bility requirements. 

ii. Nomination criteria for nominating com-
mittee: The Act and the FCU Bylaws do not 
prohibit a board of directors from estab-
lishing reasonable criteria, in addition to the 
eligibility requirements, for a nominating 
committee to follow in making its nomina-
tions, such as financial experience, years of 
membership, or conflict of interest provi-
sions. The board’s nomination criteria, how-
ever, applies only to individuals nominated 
by the nominating committee; they cannot 
be imposed on individuals who meet the eli-
gibility requirements and are properly nomi-
nated from the floor or by petition. 

iii. Candidates’ names on ballots: When pro-
ducing an election ballot, the FCU’s sec-
retary may order the names of the can-
didates on the ballot using any method for 
selection provided it is random and used con-
sistently from year to year so as to avoid 
manipulation or favoritism. 

iv. Secret ballots: An FCU must establish an 
election process that assures members their 
votes remain confidential and secret from all 
interested parties. If the election process 
does not separate the member’s identity 
from the ballot, FCUs should use a third- 
party teller that has sole control over com-
pleted ballots. If the ballots are designed so 
that members’ identities remain secret and 
are not disclosed on the ballot, FCUs may 
use election tellers from the FCU. In any 
case, FCU employees, officials, and members 
must not have access to ballots identifying 
members or to information that links mem-
bers’ votes to their identities. 

v. Plurality voting: At least one nominee 
must be nominated for each vacant seat. 
When there are more nominees than seats 
open for election, the nominees who receive 
the greatest number of votes are elected to 
the vacant seats. 

vi. Minimum age requirement: The age the 
board selects may not be greater than eight-
een or the age of majority under the state 
law applicable to the credit union, whichever 
is lower. 

vii. Electronic voting: Some members lack 
digital access or wish to have a choice to 
vote non-electronically. The FCU Bylaws 
protect members who cannot or choose not 
to vote electronically. For those members 
who vote electronically, credit unions have 
the flexibility to use as many forms of elec-

tronic voting (phone, internet, etc.) as they 
wish. 

viii. Voting methods: Options A1, A2 and A3 
provide for in-person voting at the annual 
meeting, or, for Option A3, by voting ma-
chine. Option A4 provides for remote voting 
by electronic device or mail ballot. The 
NCUA has approved several bylaw amend-
ments for FCUs that combine in-person and 
remote options for member voting. The 
NCUA encourages FCUs using one of the first 
three options to consider whether they can 
also incorporate mail ballots or electronic 
voting. Likewise, the NCUA encourages 
FCUs using Option A4 to consider whether 
they can also provide a means to vote for 
members who come to the annual meeting 
but have not voted in the election, such as a 
paper ballot. 

ix. Uncontested elections: Options A2, A3 and 
A4 provide for election by acclamation or 
consensus when the number of nominees for 
board positions equals the number of posi-
tions to be filled. These options do not per-
mit nominations from the floor at the meet-
ing, so a petition is the only way for mem-
bers to nominate a candidate not on the 
nominating committee’s slate. Accordingly, 
section (1)(c) in each of these options re-
quires the notice to members to include the 
fact that there are no nominations from the 
floor at the meeting, as well as a notice that 
the credit union will not conduct a vote by 
ballot if the number of nominees equals the 
number of positions to be filled. The FCU 
Bylaws do not require a particular procedure 
for uncontested elections. 

The contents of the notice to members re-
quired in section (1)(c) does not alter the 
basic election procedures the credit union 
has selected. Should the number of the nomi-
nating committee nominees fall below the 
number of positions to be filled after the 
member notice is sent, this section does not 
permit nominations from the floor. Only op-
tion A1 permits nominations from the floor. 

x. Nomination procedures: Under all options 
under this Article, the nominating com-
mittee must widely publicize the call for 
nominations to all members by any medium. 
This requirement can be satisfied by publi-
cizing the information to a large audience, 
whether by newsletter, email, or any other 
satisfactory medium that reaches as many 
members as possible. The NCUA emphasizes 
that member participation is important dur-
ing an election, and FCUs must make sure 
that members are aware of the nomination 
process. 

ARTICLE VI. BOARD OF DIRECTORS 

i. Vacancies: In accordance with the Act, 
when a vacancy on the board of directors oc-
curs between annual elections, the remain-
ing directors are to appoint a replacement. 
This replacement will serve as a director 
until the next annual meeting. The vacancy 
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is then to be filled at the next annual meet-
ing through the normal membership voting 
process, with the newly elected director serv-
ing out the remainder of the original term.8 
The number of director positions may be 
changed to any odd number between 5 and 15, 
inclusive, but a position may not be elimi-
nated if it is currently an occupied position. 
As the bylaw itself specifies, no reduction in 
the number of director positions may be 
made unless there is a corresponding va-
cancy, caused by death, resignation, expira-
tion of term or other action permissible 
under the FCU Bylaws. In other words, the 
FCU may not arbitrarily propose to reduce 
the number of director positions and termi-
nate one or more incumbent directors. 

ii. Director emeritus: As a matter of board 
policy, the board may establish the position 
of director emeritus for former directors who 
faithfully fulfilled their responsibilities as 
members of the board for at least a specified 
minimum number of years. The board may 
determine that director emeritus status con-
fers authority to attend board meetings and 
to participate in discussions and other board 
events; however, directors emeritus may not 
vote on any matter before the board or exer-
cise any official duties of a director. The po-
sition is essentially an honorary title de-
signed to recognize and reward the good 
service of those designated and to retain 
some of their institutional knowledge for the 
benefit of the board and the FCU. The deci-
sion to establish a director emeritus posi-
tion, as well as the selection of individuals 
to become directors emeritus, is solely with-
in the discretion of the board. The board 
may establish a director emeritus position 
by adopting either the optional bylaw 
amendment or a board policy. 

To assist them in providing advice, Direc-
tors emeriti have access to confidential in-
formation, including but not limited to the 
credit union’s examination reports and 
CAMEL ratings, to the same extent as mem-
bers of the board. Directors emeriti are also 
subject to the same confidentiality and con-
flict of interest standards applicable to di-
rectors. 

iii. Associate directors: The board may also 
establish the position of associate director 
through board policy. This position is de-
signed to provide qualified individuals with 
an opportunity to gain exposure to board 
meetings and discussions but without formal 
director responsibility or the right to vote. 
It may be thought of as an apprenticeship 
position in which the incumbent receives 
training and knowledge about the business of 
the board, with the expectation that the ex-
perience will prepare him or her for an even-
tual election to a director position. As with 
the director emeritus position, the decision 

to establish an associate director position, as 
well as the selection of individuals to be-
come associate directors, is solely within the 
discretion of the board. 

To assist their learning process, the board 
may determine to permit associate directors 
to have access to confidential information, 
including but not limited to the credit 
union’s examination reports and CAMEL rat-
ings, to the same extent as members of the 
board. Associate directors are also subject to 
the same confidentiality and conflict of in-
terest standards applicable to directors. 

iv. Composition of the board: The NCUA 
Board encourages the composition of the 
board of directors to reflect the field of 
membership of the FCU. 

v. Notice to members of change in size of 
board: The NCUA encourages FCUs changing 
the size of their boards to post a notice of 
the change on the FCU’s website (if the FCU 
maintains a website). An FCU is not required 
to establish and maintain a website solely 
for this purpose, however. An FCU that does 
not maintain a website can post such a no-
tice in a conspicuous place in the office of 
the FCU, such as at the teller window or on 
the front door of the FCU. 

ARTICLE VII. BOARD OFFICERS, MANAGEMENT 
OFFICIALS AND EXECUTIVE COMMITTEE 

i. Board officers: As specified in this bylaw, 
members of the board are elected by the 
credit union membership to the board itself. 
Once on the board, the directors themselves 
vote to select individuals from among their 
number to serve as officers of the board 
(chair, one or more vice chairs, secretary and 
financial officer). One board officer may be 
compensated as such for services he or she 
performs in that capacity. The offices of fi-
nancial officer and secretary may be held by 
the same person. 

Members of the board must hold the vote 
for the specified officer positions at the first 
board meeting following the annual meeting 
of the members. This board meeting should 
be held not later than seven days after the 
annual meeting. The Act requires the credit 
union to file a record of the names and ad-
dresses of the executive offices, members of 
the supervisory committee, credit com-
mittee, and loan officers with the Adminis-
tration within ten days after election or ap-
pointment.9 The NCUA’s regulations also re-
quire federally insured credit unions to file 
NCUA Form 4501 or its equivalent within 10 
days after an election or appointment of sen-
ior management or volunteer officials.10 

Officers hold their respective officer posi-
tions for a term of one year, until the first 
board meeting that follows the next annual 
meeting of the members. At that board 
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13 12 U.S.C. 1761d. 
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meeting, officer positions are again filled. 
Each board officer holds his or her position 
until the election and qualification of his or 
her successor. Thus, a board officer who is 
re-elected to the position he or she is cur-
rently holding serves for another year. 
Where another director is chosen to fill the 
position, he or she takes office effective as of 
the date of the election, assuming he or she 
is qualified—meaning simply that he or she 
was properly elected by the membership to 
the board in the first place and is in good 
standing as a director. 

As specified in this bylaw, the board chair 
presides at all board meetings. In the ab-
sence of the chair or his or her inability to 
act, the vice chair presides at the meeting. 
In the absence or inability to act of both the 
chair and the vice chair, those directors who 
are present may select from among their 
number an individual director to act as tem-
porary chair for that particular meeting. Ac-
tions taken by the board under the direction 
of the temporary chair have the same valid-
ity and effect as if taken under the direction 
of the chair or the vice chair, provided a 
quorum of the board, including the tem-
porary chair, is present. If the board sec-
retary is absent for any reason from a meet-
ing, the chair (or acting chair) must select 
another director to fulfill the secretary’s 
function at the meeting. 

ii. Committee Membership: The NCUA en-
courages FCUs to publicize the names of the 
members of each FCU committee to FCU 
members. FCUs could provide this informa-
tion either on the FCU’s public website or to 
the portion of the website only accessible to 
members after logging in. The NCUA encour-
ages this policy for FCUs that have a 
website. An FCU is not required to establish 
and maintain a website solely for this pur-
pose, however. Providing a short description 
of the committee’s duties also assists mem-
bers in better understanding the leadership 
structure of the FCU. 

ARTICLE VIII. CREDIT COMMITTEE OR LOAN 
OFFICERS 

Many FCUs now use automated systems 
for accepting loan applications, loan under-
writing, and loan processing, as permitted by 
several of the NCUA Office of General Coun-
sel’s legal opinions. The bylaws reflect that 
FCUs may use automated lending systems, 
as long as the credit committee or a loan of-
ficer: (1) reviews the loans the automated 
system granted for fraud and other purposes; 
and (2) reviews loans the automated system 
denied. 

ARTICLE IX. SUPERVISORY COMMITTEE 

i. Nominations: The Act requires that the 
FCU’s board appoint the members of the Su-
pervisory Committee. It is permissible for 
the board to seek nominations from mem-

bers before making Supervisory Committee 
appointments. 

ARTICLE XIV. EXPULSION AND WITHDRAWAL 

i. Expulsion procedures: As noted in the 
commentary to Article II, there is a fairly 
wide range of measures available to the cred-
it union in responding to abusive or disrup-
tive members. However, in accordance with 
the Act, there are only two ways a member 
may be expelled: (1) A two-thirds vote of the 
membership present at a special meeting 
called for that purpose, and only after the in-
dividual is provided an opportunity to be 
heard; and (2) for non-participation in the af-
fairs of the credit union, as specified in a pol-
icy adopted and enforced by the board.11 
Only in-person voting is permitted in con-
junction with the special meeting, so that 
the affected member has an opportunity to 
present their case and respond to the credit 
union’s concerns. In addition, FCUs should 
consider the commentary under Article XVI 
about members using accounts for unlawful 
purposes. 

ARTICLE XVI. GENERAL 

i. Special meeting requirements: To remove a 
director under section 3 of this Article re-
quires a majority vote of members present at 
a special meeting called for the purpose of 
voting on removal. The bylaw requires that 
the affected director have the ‘‘opportunity 
to be heard.’’ NCUA interprets this provision 
as requiring the vote to occur at an in-per-
son meeting rather than by mail ballot. At 
an in-person meeting, the director subject to 
the removal vote can make his or her case 
before the members. The director removal 
provisions derive from provisions of the Act, 
as follows: 

• The bylaws govern the conduct of special 
meetings; 12 

• Members must have the opportunity to 
vote, at a meeting, on the Supervisory Com-
mittee’s suspension of a director; 13 and 

• FCU members may be expelled by vote of 
members present at a meeting called for that 
purpose.14 

ii. Unlawful purposes: FCUs expressed con-
cerns that some members may be using their 
accounts for unlawful purposes. Section 1 of 
this Article specifies that the credit union, 
its powers and duties, and the functions of 
its members, officers and directors, are all 
strictly circumscribed by law and regulation. 
Insofar as this provision is included in the 
bylaws, an FCU need not adopt a specific pol-
icy or requirement that members conform 
their use of credit union products or services 
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to lawful purposes. Furthermore, the exist-
ence of this bylaw provides ample support 
should an FCU determine to impose strict 
limits on products and services available to 
any individual who is found to be using the 
FCU in furtherance of unlawful purposes. 

iii. Posting of bylaws on website: FCUs that 
maintain a website must post a copy of the 
FCU’s bylaws on the website. After adopting 
amendments, FCUs must post an updated 
copy of the bylaws. An FCU is not required 
to establish and maintain a website solely 
for this purpose, however. 

[84 FR 53289, Oct. 4, 2019] 

APPENDIX B TO PART 701—CHARTERING 
AND FIELD OF MEMBERSHIP MANUAL 

CHAPTER 1 — FEDERAL CREDIT UNION 
CHARTERING 

I—GOALS OF NCUA CHARTERING POLICY 

The National Credit Union Administra-
tion’s (NCUA) chartering and field of mem-
bership policies are directed toward achiev-
ing the following goals: 

• To encourage the formation of credit 
unions; 

• To uphold the provisions of the Federal 
Credit Union Act; 92 

• To promote thrift and credit extension; 
• To promote credit union safety and 

soundness; and 
• To make quality credit union service 

available to all eligible persons. 
NCUA may grant a charter to single occu-

pational/associational groups, multiple 
groups, or communities if: 

• The occupational, associational, or mul-
tiple groups possess an appropriate common 
bond or the community represents a well-de-
fined local community, neighborhood, or 
rural district; 

• The subscribers are of good character and 
are fit to represent the proposed credit 
union; and 

• The establishment of the credit union is 
economically advisable. 

Generally, these are the primary criteria 
that NCUA will consider. In unusual cir-
cumstances, however, NCUA may examine 
other factors, such as other federal law or 
public policy, in deciding if a charter should 
be approved. 

Unless otherwise noted, the policies out-
lined in this manual apply only to federal 
credit unions. 

II—TYPES OF CHARTERS 

The Federal Credit Union Act recognizes 
three types of federal credit union charters— 
single common bond (occupational and 
associational), multiple common bond (more 
than one group each having a common bond 

of occupation or association), and commu-
nity. 

The requirements that must be met to 
charter a federal credit union are described 
in Chapter 2. Special rules for credit unions 
serving low-income groups are described in 
Chapter 3. 

If a federal credit union charter is granted, 
Section 5 of the charter will describe the 
credit union’s field of membership, which de-
fines those persons and entities eligible for 
membership. Generally, federal credit unions 
are only able to grant loans and provide 
services to persons within the field of mem-
bership who have become members of the 
credit union. 

III—SUBSCRIBERS 

Federal credit unions are generally orga-
nized by persons who volunteer their time 
and resources and are responsible for deter-
mining the interest, commitment, and eco-
nomic advisability of forming a federal cred-
it union. The organization of a successful 
federal credit union takes considerable plan-
ning and dedication. 

Persons interested in organizing a Federal 
credit union should contact one of the credit 
union trade associations or the NCUA Office 
of Credit Union Resources and Expansion. 
Lists of NCUA offices and credit union trade 
associations are shown in the appendices. 
NCUA will provide information to groups in-
terested in pursuing a federal charter and 
will assist them in contacting an organizer. 

While anyone may organize a credit union, 
a person with training and experience in 
chartering new federal credit unions is gen-
erally the most effective organizer. However, 
extensive involvement by the group desiring 
credit union service is essential. 

The functions of the organizer are to pro-
vide direction, guidance, and advice on the 
chartering process. The organizer also pro-
vides the group with information about a 
credit union’s functions and purpose as well 
as technical assistance in preparing and sub-
mitting the charter application. Close com-
munication and cooperation between the or-
ganizer and the proposed members are crit-
ical to the chartering process. 

The Federal Credit Union Act requires that 
seven or more natural persons—the ‘‘sub-
scribers’’—present to NCUA for approval a 
sworn organization certificate stating at a 
minimum: 

• The name of the proposed federal credit 
union; 

• The location of the proposed federal cred-
it union and the territory in which it will op-
erate; 

• The names and addresses of the sub-
scribers to the certificate and the number of 
shares subscribed by each; 

• The initial par value of the shares; 
• The detailed proposed field of member-

ship; and 
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• The fact that the certificate is made to 
enable such persons to avail themselves of 
the advantages of the Federal Credit Union 
Act. 

Willfully and knowingly making false 
statements on any of the required docu-
mentation filed in obtaining a federal credit 
union charter may be grounds for federal 
criminal prosecution under 18 U.S.C. 1001. 

IV—ECONOMIC ADVISABILITY 

IV.A—General 

Before chartering a federal credit union, 
NCUA must be satisfied that the institution 
will be viable and that it will provide needed 
services to its members. Economic advis-
ability, which is a key factor in determining 
whether a potential charter will have a rea-
sonable opportunity to succeed, is essential 
in order to qualify for a credit union charter. 

NCUA will conduct an independent on-site 
investigation of each charter application to 
ensure that the proposed credit union can be 
successful. In general, the success of any 
credit union depends on: (a) The character 
and fitness of management; (b) the depth of 
the members’ support; and (c) present and 
projected market conditions. 

IV.B—Proposed Management’s Character and 
Fitness 

The Federal Credit Union Act requires 
NCUA to ensure that the subscribers are of 
good ‘‘general character and fitness.’’ Pro-
spective officials and employees will be the 
subject of credit and background investiga-
tions. The investigation report must dem-
onstrate each applicant’s ability to effec-
tively handle financial matters. Employees 
and officials should also be competent, expe-
rienced, honest and of good character. Fac-
tors that may lead to disapproval of a pro-
spective official or employee include crimi-
nal convictions, indictments, and acts of 
fraud and dishonesty. Further, factors such 
as serious or unresolved past due credit obli-
gations and bankruptcies disclosed during 
credit checks may disqualify an individual. 

NCUA also needs reasonable assurance 
that the management team will have the 
requisite skills—particularly in leadership 
and accounting—and the commitment to 
dedicate the time and effort needed to make 
the proposed federal credit union a success. 

Section 701.14 of NCUA’s Rules and Regula-
tions sets forth the procedures for NCUA ap-
proval of officials of newly chartered credit 
unions. If the application of a prospective of-
ficial or employee to serve is not acceptable 
to the Office of Credit Union Resources and 
Expansion Director, the group can propose 
an alternate to act in that individual’s place. 
If the charter applicant feels it is essential 
that the disqualified individual be retained, 
the individual may appeal the Office of Cred-
it Union Resources and Expansion Director’s 

decision to the NCUA Board. If an appeal is 
pursued, action on the application may be 
delayed. If the appeal is denied by the NCUA 
Board, an acceptable new applicant must be 
provided before the charter can be approved. 

IV.C—Member Support 

Economic advisability is a major factor in 
determining whether the credit union will be 
chartered. An important consideration is the 
degree of support from the field of member-
ship. The charter applicant must be able to 
demonstrate that membership support is suf-
ficient to ensure viability. 

NCUA has not set a minimum field of 
membership size for chartering a federal 
credit union. Consequently, groups of any 
size may apply for a credit union charter and 
be approved if they demonstrate economic 
advisability. However, it is important to 
note that often the size of the group is indic-
ative of the potential for success. For that 
reason, a charter application with fewer than 
3,000 primary potential members (e.g., em-
ployees of a corporation or members of an 
association) may not be economically advis-
able. Therefore, a charter applicant with a 
proposed field of membership of fewer than 
3,000 primary potential members may have 
to provide more support than an applicant 
with a larger field of membership. For exam-
ple, a small occupational or associational 
group may be required to demonstrate a 
commitment for long-term support from the 
sponsor. 

IV.D—Present and Future Market Conditions— 
Business Plan 

The ability to provide effective service to 
members, to compete in the marketplace, 
and to adapt to changing market conditions 
are key to the survival of any enterprise. Be-
fore NCUA will charter a credit union, a 
business plan based on realistic and support-
able projections and assumptions must be 
submitted. 

The business plan should contain, at a 
minimum, the following elements: 

• Mission statement; 
• Analysis of market conditions, including 

if applicable, geographic, demographic, em-
ployment, income, housing, and other eco-
nomic data; 

• Evidence of member support; 
• Goals for shares, loans, and for number of 

members; 
• Financial services needed/desired; 
• Financial services to be provided to 

members of all segments within the field of 
membership; 

• How/when services are to be imple-
mented; 

• Organizational/management plan ad-
dressing qualification and planned training 
of officials/employees; 
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• Continuity plan for directors, committee 
members and management staff; 

• Operating facilities, to include office 
space/equipment and supplies, safeguarding 
of assets, insurance coverage, etc.; 

• Type of record-keeping and data proc-
essing system; 

• Detailed semiannual pro forma financial 
statements (balance sheet, income and ex-
pense projections) for 1st and 2nd year, in-
cluding assumptions—e.g., loan and dividend 
rates; 

• Plans for operating independently; 
• Written policies (shares, lending, invest-

ments, funds management, capital accumu-
lation, dividends, collections, etc.); 

• Source of funds to pay expenses during 
initial months of operation, including any 
subsidies, assistance, etc., and terms or con-
ditions of such resources; and 

• Evidence of sponsor commitment (or 
other source of support) if subsidies are crit-
ical to success of the federal credit union. 
Evidence may be in the form of letters, con-
tracts, financial statements from the spon-
sor, and any other such document on which 
the proposed federal credit union can sub-
stantiate its projections. 

While the business plan may be prepared 
with outside assistance, the subscribers and 
proposed officials must understand and sup-
port the submitted business plan. 

V—STEPS IN ORGANIZING A FEDERAL CREDIT 
UNION 

V.A—Getting Started 

Following the guidance contained through-
out this policy, the organizers should submit 
wording for the proposed field of membership 
(the persons, organizations and other legal 
entities the credit union will serve) to NCUA 
early in the application process for written 
preliminary approval. The proposed field of 
membership must meet all common bond or 
community requirements. 

Once the field of membership has been 
given preliminary approval, the organizer 
should conduct an organizational meeting to 
elect seven to ten persons to serve as sub-
scribers. The subscribers should locate will-
ing individuals capable of serving on the 
board of directors, credit committee, super-
visory committee, and as chief operating of-
ficer/manager of the proposed credit union. 

Subsequent organizational meetings may 
be held to discuss the progress of the charter 
investigation, to announce the proposed 
slate of officials, and to respond to any ques-
tions posed at these meetings. 

If NCUA approves the charter application, 
the subscribers, as their final duty, will elect 
the board of directors of the proposed federal 
credit union. The new board of directors will 
then appoint the supervisory committee. 

V. B—Charter Application Documentation 

V.B.1—General 

As discussed previously in this Chapter, 
the organizer of a federal credit union char-
ter must, at a minimum, provide evidence 
that: 

• The group(s) possess an appropriate com-
mon bond or the geographical area to be 
served is a well-defined local community, 
neighborhood, or rural district; 

• The subscribers, prospective officials, 
and employees are of good character and fit-
ness; and 

• The establishment of the credit union is 
economically advisable. 

As part of the application process, the or-
ganizer must submit the following forms, 
which are available in appendix 4 of this 
Manual: 

• Federal Credit Union Investigation Re-
port, NCUA 4001; 

• Organization Certificate, NCUA 4008; 
• Report of Official and Agreement To 

Serve, NCUA 4012; 
• Application and Agreements for Insur-

ance of Accounts, NCUA 9500; and 
• Certification of Resolutions, NCUA 9501. 
Each of these forms is described in more 

detail in the following sections. 

V.B.2—Federal Credit Union Investigation 
Report, NCUA 4001 

The application for a new federal credit 
union will be submitted on NCUA 4001. 
State-chartered credit unions applying for 
conversion to a federal charter will use 
NCUA 4000. (See Chapter 4 for a full discus-
sion.) The organizer is required to certify the 
information and recommend approval or dis-
approval, based on the investigation of the 
request. 

V.B.3—Organization Certificate, NCUA 4008 

This document, which must be completed 
by the subscribers, includes the seven cri-
teria established by the Federal Credit Union 
Act. NCUA staff assigned to the case will as-
sist in the proper completion of this docu-
ment. 

V.B.4—Report of Official and Agreement To 
Serve, NCUA 4012 

This form documents general background 
information of each official and employee of 
the proposed federal credit union. Each offi-
cial and employee must complete and sign 
this form. The organizer must review each of 
the NCUA 4012s for elements that would pre-
vent the prospective official or employee 
from serving. Further, such factors as seri-
ous, unresolved past due credit obligations 
and bankruptcies disclosed during credit 
checks may disqualify an individual. 
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V.B.5—Application and Agreements for 
Insurance of Accounts, NCUA 9500 

This document contains the agreements 
with which federal credit unions must com-
ply in order to obtain National Credit Union 
Share Insurance Fund (NCUSIF) coverage of 
member accounts. The document must be 
completed and signed by both the chief exec-
utive officer and chief financial officer. A 
federal credit union must qualify for federal 
share insurance. 

V.B.6—Certification of Resolutions, NCUA 
9501 

This document certifies that the board of 
directors of the proposed federal credit union 
has resolved to apply for NCUSIF insurance 
of member accounts and has authorized the 
chief executive officer and recording officer 
to execute the Application and Agreements 
for Insurance of Accounts. Both the chief ex-
ecutive officer and recording officer of the 
proposed federal credit union must sign this 
form. 

VI—NAME SELECTION 

It is the responsibility of the federal credit 
union organizers or officials of an existing 
credit union to ensure that the proposed fed-
eral credit union name or federal credit 
union name change does not constitute an 
infringement on the name of any corporation 
in its trade area. This responsibility also in-
cludes researching any service marks or 
trademarks used by any other corporation 
(including credit unions) in its trade area. 
NCUA will ensure, to the extent possible, 
that the credit union’s name: 

• Is not already being officially used by an-
other federal credit union; 

• Will not be confused with NCUA or an-
other federal or state agency, or with an-
other credit union; and 

• Does not include misleading or inappro-
priate language. 

The last three words in the name of every 
credit union chartered by NCUA must be 
‘‘Federal Credit Union.’’ 

The word ‘‘community,’’ while not re-
quired, can only be included in the name of 
federal credit unions that have been granted 
a community charter. 

VII—NCUA REVIEW 

VII.A—General 

Once NCUA receives a complete charter ap-
plication package, an acknowledgment of re-
ceipt will be sent to the organizer. During 
the review process, a staff member will be as-
signed to perform an on-site contact with 
the proposed officials and others having an 
interest in the proposed federal credit union. 

NCUA staff will review the application 
package and verify its accuracy and reason-
ableness. A staff member will inquire into 

the financial management experience and 
the suitability and commitment of the pro-
posed officials and employees, and will make 
an assessment of economic advisability. The 
staff member will also provide guidance to 
the subscribers in the proper completion of 
the Organization Certificate, NCUA 4008. 

Credit and background investigations may 
be conducted concurrently by NCUA with 
other work being performed by the organizer 
and subscribers to reduce the likelihood of 
delays in the chartering process. 

The staff member will analyze the prospec-
tive credit union’s business plan for realistic 
projections, attainable goals, adequate serv-
ice to all segments of the field of member-
ship, sufficient start-up capital, and time 
commitment by the proposed officials and 
employees. Any concerns will be reviewed 
with the organizer and discussed with the 
prospective credit union’s officials. Addi-
tional on-site contacts by NCUA staff may 
be necessary. The organizer and subscribers 
will be expected to take the steps necessary 
to resolve any issues or concerns. Such reso-
lution efforts may delay processing the ap-
plication. 

NCUA staff will then make a recommenda-
tion to the Office of Credit Union Resources 
and Expansion Director regarding the char-
ter application. The recommendation may 
include specific provisions to be included in 
a Letter of Understanding and Agreement. In 
most cases, NCUA will require the prospec-
tive officials to adhere to certain operational 
guidelines. Generally, the agreement is for a 
limited term of two to four years. A sample 
Letter of Understanding and Agreement is 
found in appendix 2. 

VII.B—Office of Credit Union Resources and 
Expansion Director Approval 

Once approved, the board of directors of 
the newly formed federal credit union will 
receive a signed charter and standard bylaws 
from the Office of Credit Union Resources 
and Expansion Director. Additionally, the of-
ficials will be advised of the name of the ex-
aminer assigned responsibility for super-
vising and examining the credit union. 

VII.C—Office of Credit Union Resources and 
Expansion Director Disapproval 

When the Office of Credit Union Resources 
and Expansion Director disapproves any 
charter application, in whole or in part, the 
organizer will be informed in writing of the 
specific reasons for the disapproval. Where 
applicable, the Office of Credit Union Re-
sources and Expansion Director will provide 
information concerning options or sugges-
tions that the applicant could consider for 
gaining approval or otherwise acquiring 
credit union service. The letter of denial will 
include the procedures for appealing the de-
cision. 
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VII.D—Appeal of Office of Credit Union 
Resources and Expansion Director Decision 

If the Office of Credit Union Resources and 
Expansion Director denies a charter applica-
tion, in whole or in part, that decision may 
be appealed to the NCUA Board in accord-
ance with the procedures set forth in subpart 
B to part 746 of this chapter. 

Before appealing, the prospective group 
may, within 30 days of the denial, provide 
supplemental information to the Office of 
Credit Union Resources and Expansion Di-
rector for reconsideration. A request for re-
consideration should contain new and mate-
rial evidence addressing the reasons for the 
initial denial. The Office of Credit Union Re-
sources and Expansion Director will have 30 
days from the date of the receipt of the re-
quest for reconsideration to make a final de-
cision. If the request is again denied, the ap-
plicant may proceed with the appeal process 
within 60 days of the date of the last denial. 

VII.E—Commencement of Operations 

Assistance in commencing operations is 
generally available through the various cred-
it union trade organizations listed in appen-
dix 5. 

All new federal credit unions are also en-
couraged to establish a mentor relationship 
with a knowledgeable, experienced credit 
union individual or an existing, well-oper-
ated credit union. The mentor should provide 
guidance and assistance to the new credit 
union through attendance at meetings and 
general oversight. Upon request, NCUA will 
provide assistance in finding a qualified 
mentor. 

VIII—FUTURE SUPERVISION 

Each federal credit union will be examined 
regularly by NCUA to determine that it re-
mains in compliance with applicable laws 
and regulations and to determine that it 
does not pose undue risk to the NCUSIF. The 
examiner will contact the credit union offi-
cials shortly after approval of the charter in 
order to arrange for the initial examination 
(usually within the first six months of oper-
ation). 

The examiner will be responsible for moni-
toring the progress of the credit union and 
providing the necessary advice and guidance 
to ensure it is in compliance with applicable 
laws and regulations. The examiner will also 
monitor compliance with the terms of any 
required Letter of Understanding and Agree-
ment. Typically, the examiner will require 
the credit union to submit copies of monthly 
board minutes and financial statements. 

The Federal Credit Union Act requires all 
newly chartered credit unions, up to two 
years after the charter anniversary date, to 
obtain NCUA approval prior to appointment 
of any new board member, credit or super-
visory committee member, or senior execu-

tive officer. Section 701.14 of the NCUA Rules 
and Regulations sets forth the notice and ap-
plication requirements. If NCUA issues a No-
tice of Disapproval, the newly chartered 
credit union is prohibited from making the 
change. 

NCUA may disapprove an individual serv-
ing as a director, committee member or sen-
ior executive officer if it finds that the com-
petence, experience, character, or integrity 
of the individual indicates it would not be in 
the best interests of the members of the 
credit union or of the public to permit the 
individual to be employed by or associated 
with the credit union. If a Notice of Dis-
approval is issued, the credit union may ap-
peal the decision to the NCUA Board. 

IX—CORPORATE FEDERAL CREDIT UNIONS 

A corporate federal credit union is one 
that is operated primarily for the purpose of 
serving other credit unions. Corporate fed-
eral credit unions are not governed by this 
manual, but instead operate under and are 
administered by the NCUA Office of National 
Examinations and Supervision. 

X—GROUPS SEEKING CREDIT UNION SERVICE 

NCUA will attempt to assist any group in 
chartering a credit union or joining an exist-
ing credit union. If the group is not eligible 
for federal credit union service, NCUA will 
refer the group to the appropriate state su-
pervisory authority where different require-
ments may apply. 

XI—FIELD OF MEMBERSHIP DESIGNATIONS 

NCUA will designate a credit union based 
on the following criteria: 

Single Occupational: If a credit union 
serves a single occupational sponsor, such as 
ABC Corporation, it will be designated as an 
occupational credit union. A single occupa-
tional common bond credit union may also 
serve a trade, industry, or profession (TIP), 
such as all teachers. 

Single Associational: If a credit union 
serves a single associational sponsor, such as 
the Knights of Columbus, it will be des-
ignated as an associational credit union. 

Multiple Common Bond: If a credit union 
serves more than one group, each of which 
has a common bond of occupation and/or as-
sociation, it will be designated as a multiple 
common bond credit union. 

Community: All community credit unions 
will be designated as such, followed by a de-
scription of their geographic boundaries, in-
cluding but not limited to city or county 
boundaries, roadways, rivers, transportation 
lines. 

Credit unions desiring to confirm or sub-
mit an application to change their designa-
tions should contact the Office of Credit 
Union Resources and Expansion. 
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XII—FOREIGN BRANCHING 

A federal credit union is permitted to serve 
foreign nationals within its field of member-
ship wherever such individuals reside if man-
agement has the ability and resources to 
serve them. Before a credit union opens a 
branch outside the United States, it must 
submit an application to do so and have 
prior written approval of the regional direc-
tor or Office of National Examinations and 
Supervision Director. A federal credit union 
may establish a service facility on a United 
States military installation or United States 
embassy without prior NCUA approval. 

CHAPTER 2 — FIELD OF MEMBERSHIP 
REQUIREMENTS FOR FEDERAL CREDIT UNIONS 

I—INTRODUCTION 

I.A.1—General 

As set forth in Chapter 1, the Federal Cred-
it Union Act provides for three types of fed-
eral credit union charters—single common 
bond (occupational or associational), mul-
tiple common bond (multiple groups), and 
community. Section 109 (12 U.S.C. 1759) of 
the Federal Credit Union Act addresses the 
membership requirements for each type of 
charter. 

The field of membership, which is specified 
in Section 5 of the charter, defines those per-
sons and entities eligible for membership. A 
single common bond federal credit union 
consists of one group having a common bond 
of occupation or association. A multiple 
common bond federal credit union consists 
of more than one group, each of which has a 
common bond of occupation or association. 
A community federal credit union consists of 
persons or organizations within a well-de-
fined local community, neighborhood, or 
rural district. 

Once chartered, a federal credit union can 
amend its field of membership; however, the 
same common bond or community require-
ments for chartering the credit union must 
be satisfied. Since there are differences in 
the three types of charters, special rules 
apply to each, which are fully discussed in 
the following sections of this Chapter. 

I.A.2—Special Low-Income Rules 

Generally, federal credit unions can only 
grant loans and provide services to persons 
who have joined the credit union. The Fed-
eral Credit Union Act states that one of the 
purposes of federal credit unions is ‘‘to serve 
the productive and provident credit needs of 
individuals of modest means.’’ Although 
field of membership requirements are appli-
cable, special rules set forth in Chapter 3 
may apply to low-income designated credit 
unions and those credit unions assisting low- 
income groups or to a federal credit union 

that adds an underserved community to its 
field of membership. 

II—OCCUPATIONAL COMMON BOND 

II.A.1—General 

A single occupational common bond fed-
eral credit union may include in its field of 
membership all persons and entities who 
share that common bond. NCUA permits a 
person’s membership eligibility in a single 
occupational common bond group to be es-
tablished in five ways: 

• Employment (or a contractual relation-
ship equivalent to employment) in a single 
corporation or other legal entity makes that 
person part of a single occupational common 
bond; 

• Employment in a corporation or other 
legal entity with a controlling ownership in-
terest (which shall not be less than 10 per-
cent) in or by another legal entity makes 
that person part of a single occupational 
common bond; 

• Employment in a corporation or other 
legal entity which is related to another legal 
entity (such as a company under contract 
and possessing a strong dependency relation-
ship with another company) makes that per-
son part of a single occupational common 
bond; 

• Employment or attendance at a school 
makes that person part of a single occupa-
tional common bond (see Chapter 2, Section 
III.A.1); or 

• Employment in the same Trade, Indus-
try, or Profession (TIP) (see Chapter 2, Sec-
tion II.A.2). 

A geographic limitation is not a require-
ment for a single occupational common 
bond. However, for purposes of describing the 
field of membership, the geographic areas 
being served may be included in the charter. 
For example: 

• Employees, officials, and persons who 
work regularly under contract in Miami, 
Florida for ABC Corporation and subsidi-
aries; 

• Employees of ABC Corporation who are 
paid from * * *; 

• Employees of ABC Corporation who are 
supervised from * * *; 

• Employees of ABC Corporation who are 
headquartered in * * *; and/or 

• Employees of ABC Corporation who work 
in the United States. 

The corporation or other legal entity (i.e., 
the employer) may also be included in the 
common bond—e.g., ‘‘ABC Corporation.’’ The 
corporation or legal entity will be defined in 
the last clause in Section 5 of the credit 
union’s charter. 

A charter applicant must provide docu-
mentation to establish that the single occu-
pational common bond requirement has been 
met. 
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Some examples of valid single occupa-
tional common bonds are: 

• Employees of the Hunt Manufacturing 
Company who work in West Chester, Penn-
sylvania. (common bond—same employer 
with geographic definition); 

• Employees of the Buffalo Manufacturing 
Company who work in the United States. 
(common bond—same employer with geo-
graphic definition); 

• Employees, elected and appointed offi-
cials of municipal government in Parma, 
Ohio. (common bond—same employer with 
geographic definition); 

• Employees of Johnson Soap Company 
and its majority owned subsidiary, Johnson 
Toothpaste Company, who work in, are paid 
from, are supervised from, or are 
headquartered in Augusta and Portland, 
Maine. (common bond—parent and sub-
sidiary company with geographic definition); 

• Employees of MMLLJS contractor who 
work regularly at the U.S. Naval Shipyard in 
Bremerton, Washington. (common bond—em-
ployees of contractors with geographic defi-
nition); 

• Employees, doctors, medical staff, tech-
nicians, medical and nursing students who 
work in or are paid from the Newport Beach 
Medical Center, Newport Beach, California. 
(single corporation with geographic defini-
tion); 

• Employees of JLS, Incorporated and 
MJM, Incorporated working for the LKM 
Joint Venture Company in Catalina Island, 
California. (common bond—same employer— 
ongoing dependent relationship); 

• Employees of and students attending 
Georgetown University. (common bond— 
same occupation); 

• Employees of all the schools supervised 
by the Timbrook Board of Education in 
Timbrook, Georgia. (common bond—same 
employer); or 

• All licensed nurses in Fairfax County, 
Virginia. (occupational common bond TIP). 

In contrast, some examples of insuffi-
ciently defined single occupational common 
bonds are: 

• Employees of manufacturing firms in Se-
attle, Washington. (no defined occupational 
sponsor; overly broad TIP); 

• Persons employed or working in Chicago, 
Illinois. (no occupational common bond). 

II.A.2—Trade, Industry, or Profession 

A common bond based on employment in a 
trade, industry, or profession can include 
employment at any number of corporations 
or other legal entities that—while not under 
common ownership—have a common bond by 
virtue of producing similar products, pro-
viding similar services, or participating in 
the same type of business. 

While proposed or existing single common 
bond credit unions have some latitude in de-
fining a trade, industry, or profession occu-

pational common bond, it cannot be defined 
so broadly as to include groups in fields 
which are not closely related. For example, 
the manufacturing industry, energy indus-
try, communications industry, retail indus-
try, or entertainment industry would not 
qualify as a TIP because each industry lacks 
the necessary commonality. However, textile 
workers, realtors, nurses, teachers, police of-
ficers, or U.S. military personnel are closely 
related and each would qualify as a TIP. 

The common bond relationship must be 
one that demonstrates a narrow com-
monality of interests within a specific trade, 
industry, or profession. If a credit union 
wants to serve a physician TIP, it can serve 
all physicians, but that does not mean it can 
also serve all clerical staff in the physicians’ 
offices. However, if the TIP is based on the 
health care industry, then clerical staff 
would be able to be served by the credit 
union because they work in the same indus-
try and have the same commonality of inter-
ests. 

If a credit union wants to include the air-
line services industry, it can serve airline 
and airport personnel but not passengers. 
Clients or customers of the TIP are not eligi-
ble for credit union membership (e.g., pa-
tients in hospitals). Any company that is in-
volved in more than one industry cannot be 
included in an industry TIP (e.g., a company 
that makes tobacco products, food products, 
and electronics). However, employees of 
these companies may be eligible for member-
ship in a variety of trade/profession occupa-
tional common bond TIPs. 

Although a TIP should be narrowly de-
fined, and ordinarily would not include 
third-party vendors and other suppliers, it 
may include, on a case by case basis, employ-
ees of types of entities that have a ‘‘strong 
dependency relationship’’ and work directly 
with other types of entities within the indus-
try. In this context, a ‘‘strong dependency 
relationship’’ between a TIP entity and its 
supplier/vendor must be demonstrated by 
their reliance on each other as measured by 
the presence of indicators of a likelihood 
that the absence of one would cause the 
other to suffer a material decline in either 
revenue, functionality or productivity. 

Under this definition, a firm whose em-
ployees are specially trained to protect nu-
clear facilities, and whose employees work 
primarily at such facilities, could be a part 
of a TIP based on the firm’s participation in 
the nuclear energy industry. 

Other ‘‘strong relationship’’ indicators 
NCUA would consider include the regularity 
or frequency of work that employees of the 
entity perform at facilities directly related 
to the industry, or the degree to which em-
ployees must adjust their work practices to 
adapt to the needs of the industry. For ex-
ample, a company’s focus on producing spe-
cialized confectionary products for a hotel 
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chain could add that company to a hospi-
tality industry TIP. A credit union seeking 
to include a clause of this type in its TIP 
charter must provide a brief narrative iden-
tifying indicators that support the existence 
of a strong dependency relationship between 
the TIP entity and its individual supplier/ 
vendors. 

Likewise, an FCU may serve employees of 
companies within the commercial airline in-
dustry that have a strong dependency rela-
tionship with airlines or airports, without 
the limitation that these employees work at 
an airport. However, these employees must 
work directly with the following: Air trans-
portation of freight, air courier services; air 
passenger services; airport baggage handling; 
airport security; commercial airport jani-
torial services; maintenance, servicing, and 
repair services; and on board airline food 
services. The employees of those entities 
have a narrow commonality of interests, 
share the single occupational common bond, 
and can be included within the Air Transpor-
tation Industry field of membership. 

In general, except for credit unions serving 
a national field of membership or operating 
in multiple states, a geographic limitation is 
required for a TIP credit union. The geo-
graphic limitation will be part of the credit 
union’s charter and generally correspond to 
its current or planned operational area. More 
than one federal credit union may serve the 
same trade, industry, or profession, even if 
both credit unions are in the same geo-
graphic location. 

This type of occupational common bond is 
only available to single common bond credit 
unions. A TIP cannot be added to a multiple 
common bond or community field of mem-
bership. 

To obtain a TIP designation, the proposed 
or existing credit union must submit a re-
quest to the Office of Credit Union Resources 
and Expansion Director. New charter appli-
cants must follow the documentation re-
quirements in Chapter 1. New charter appli-
cants and existing credit unions must submit 
a business plan on how the credit union will 
serve the group with the request to serve the 
TIP. The business plan also must address 
how the credit union will verify the TIP. Ex-
amples of such verification include state li-
censes, professional licenses, organizational 
memberships, pay statements, union mem-
bership, or employer certification. The Office 
of Credit Union Resources and Expansion Di-
rector must approve this type of field of 
membership before a credit union can serve a 
TIP. Credit unions converting to a TIP can 
retain members of record but cannot add new 
members from its previous group or groups, 
unless the group or groups are part of the 
TIP. 

Section II.B on Occupational Common 
Bond Amendments does not apply to a TIP 
common bond. Removing or changing a geo-

graphical limitation will be processed as a 
housekeeping amendment. If safety and 
soundness concerns are present, the Office of 
Credit Union Resources and Expansion Di-
rector may require additional information 
before the request can be processed. 

Section II.H, on Other Persons Eligible for 
Credit Union Membership, applies to TIP 
based credit unions except for the corporate 
account provision which only applies to in-
dustry based TIPs. Credit unions with indus-
try based TIPs may include corporations as 
members because they have the same com-
monality of interests as all employees in the 
industry. For example, an airline service TIP 
(industry) can serve an airline carrier (cor-
porate account); however, a nurses TIP (pro-
fession) could not serve a hospital (corporate 
account) because not everyone working in 
the hospital shares the same profession. 

If a TIP designated credit union wishes to 
convert to a different TIP or employer-based 
occupational common bond, or different 
charter type, it only retains members of 
record after the conversion. The Office of 
Credit Union Resources and Expansion Di-
rector, for safety and soundness reasons, 
may approve a TIP designated credit union 
to convert to its original field of member-
ship. 

II.B—OCCUPATIONAL COMMON BOND 
AMENDMENTS 

II.B.1—General 

Section 5 of every single occupational fed-
eral credit union’s charter defines the field 
of membership the credit union can legally 
serve. Only those persons or legal entities 
specified in the field of membership can be 
served. There are a number of instances in 
which Section 5 must be amended by NCUA. 

First, a group sharing the credit union’s 
common bond is added to the field of mem-
bership. This may occur through various 
ways including agreement between the group 
and the credit union directly, or through a 
merger, corporate acquisition, purchase and 
assumption (P&A), or spin-off. 

Second, if the entire field of membership is 
acquired by another corporation, the credit 
union can serve the employees of the new 
corporation and any subsidiaries after re-
ceiving NCUA approval. 

Third, a federal credit union qualifies to 
change its common bond from: 

• A single occupational common bond to a 
single associational common bond; 

• A single occupational common bond to a 
community charter; or 

• A single occupational common bond to a 
multiple common bond. 

Fourth, a federal credit union removes a 
portion of the group from its field of mem-
bership through agreement with the group, a 
spin-off, or because a portion of the group is 
no longer in existence. 
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An existing single occupational common 
bond federal credit union that submits a re-
quest to amend its charter must provide doc-
umentation to establish that the occupa-
tional common bond requirement has been 
met. The Office of Credit Union Resources 
and Expansion Director must approve all 
amendments to an occupational common 
bond credit union’s field of membership. 

II.B.2—Restructuring 

If the single common bond group that com-
prises a federal credit union’s field of mem-
bership undergoes a substantial restruc-
turing, the result is often that portions of 
the group are sold or spun off. This requires 
a change to the credit union’s field of mem-
bership. NCUA will not permit a single com-
mon bond credit union to maintain in its 
field of membership a sold or spun-off group 
to which it has been providing service unless 
the group otherwise qualifies for member-
ship in the credit union or the credit union 
converts to a multiple common bond credit 
union. 

If the group comprising the single common 
bond of the credit union merges with, or is 
acquired by, another group, the credit union 
can serve the new group resulting from the 
merger or acquisition after receiving a 
housekeeping amendment. 

II.B.3—Economic Advisability 

Prior to granting a common bond expan-
sion, NCUA will examine the amendment’s 
likely effect on the credit union’s operations 
and financial condition. In most cases, the 
information needed for analyzing the effect 
of adding a particular group will be available 
to NCUA through the examination and finan-
cial and statistical reports; however, in par-
ticular cases, the Office of Credit Union Re-
sources and Expansion Director may require 
additional information prior to making a de-
cision. 

II.B.4—Documentation Requirements 

A federal credit union requesting a com-
mon bond expansion must submit an Appli-
cation for Field of Membership Amendment 
(NCUA 4015–EZ) to the Office of Credit Union 
Resources and Expansion Director. An au-
thorized credit union representative must 
sign the request. 

II.C—NCUA’S PROCEDURES FOR AMENDING 
THE FIELD OF MEMBERSHIP 

II.C.1—General 

All requests for approval to amend a fed-
eral credit union’s charter must be sub-
mitted to the Office of Credit Union Re-
sources and Expansion Director. 

II.C.2—Office of Credit Union Resources and 
Expansion Director Decision 

NCUA staff will review all amendment re-
quests in order to ensure compliance with 
NCUA policy. 

Before acting on a proposed amendment, 
the Office of Credit Union Resources and Ex-
pansion Director may require an on-site re-
view. In addition, the Office of Credit Union 
Resources and Expansion Director may, after 
taking into account the significance of the 
proposed field of membership amendment, 
require the applicant to submit a business 
plan addressing specific issues. 

The financial and operational condition of 
the requesting credit union will be consid-
ered in every instance. NCUA will carefully 
consider the economic advisability of ex-
panding the field of membership of a credit 
union with financial or operational prob-
lems. 

In most cases, field of membership amend-
ments will only be approved for credit unions 
that are operating satisfactorily. Generally, 
if a federal credit union is having difficulty 
providing service to its current membership, 
or is experiencing financial or other oper-
ational problems, it may have more dif-
ficulty serving an expanded field of member-
ship. 

Occasionally, however, an expanded field of 
membership may provide the basis for re-
versing current financial problems. In such 
cases, an amendment to expand the field of 
membership may be granted notwith-
standing the credit union’s financial or oper-
ational problems. The applicant credit union 
must clearly establish that the expanded 
field of membership is in the best interest of 
the members and will not increase the risk 
to the NCUSIF. 

II.C.3—Office of Credit Union Resources and 
Expansion Director Approval 

If the Office of Credit Union Resources and 
Expansion Director approves the requested 
amendment, the credit union will be issued 
an amendment to Section 5 of its charter. 

II.C.4—Office of Credit Union Resources and 
Expansion Director Disapproval 

When the Office of Credit Union Resources 
and Expansion Director disapproves any ap-
plication, in whole or in part, to amend the 
field of membership under this chapter, the 
applicant will be informed in writing of the: 

• Specific reasons for the action; 
• Options to consider, if appropriate, for 

gaining approval; and 
• Appeal procedure. 

II.C.5—Appeal of Office of Credit Union 
Resources and Expansion Director Decision 

If the Office of Credit Union Resources and 
Expansion Director denies a field of member-
ship expansion request, merger, or spin-off, 
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that decision may be appealed to the NCUA 
Board in accordance with the procedures set 
forth in subpart B to part 746 of this chapter. 

Before appealing, the credit union may, 
within 30 days of the denial, provide supple-
mental information to the Office of Credit 
Union Resources and Expansion Director for 
reconsideration. A request for reconsider-
ation should contain new and material evi-
dence addressing the reasons for the initial 
denial. The Office of Credit Union Resources 
and Expansion Director will have 30 days 
from the date of the receipt of the request 
for reconsideration to make a final decision. 
If the request is again denied, the applicant 
may proceed with the appeal process within 
60 days of the date of the last denial. 

II.D—MERGERS, PURCHASE AND ASSUMPTIONS, 
AND SPIN–OFFS 

In general, other than the addition of com-
mon bond groups, there are three additional 
ways a federal credit union with a single oc-
cupational common bond can expand its field 
of membership: 

• By taking in the field of membership of 
another credit union through a common 
bond or emergency merger; 

• By taking in the field of membership of 
another credit union through a common 
bond or emergency purchase and assumption 
(P&A); or 

• By taking a portion of another credit 
union’s field of membership through a com-
mon bond spin-off. 

II.D.1—Mergers 

Generally, the requirements applicable to 
field of membership expansions found in this 
chapter apply to mergers where the con-
tinuing credit union has a federal charter. 
That is, the two credit unions must share a 
common bond. 

Where the merging credit union is state- 
chartered, the common bond rules applicable 
to a federal credit union apply. 

Mergers must be approved by the NCUA re-
gional director or Office of National Exami-
nations and Supervision Director where the 
continuing credit union is headquartered, 
with the concurrence of the regional director 
or Office of National Examinations and Su-
pervision Director of the merging credit 
union, and, as applicable, the state regu-
lators. 

If a single occupational credit union wants 
to merge into a multiple common bond or 
community credit union, Section IV.D or 
Section V.D of this Chapter, respectively, 
should be reviewed. 

II.D.2—Emergency Mergers 

An emergency merger may be approved by 
NCUA without regard to common bond or 
other legal constraints. An emergency merg-
er involves NCUA’s direct intervention and 

approval. The credit union to be merged 
must either be insolvent or in danger of in-
solvency, as defined in the Glossary, and 
NCUA must determine that: 

• An emergency requiring expeditious ac-
tion exists; 

• Other alternatives are not reasonably 
available; and 

• The public interest would best be served 
by approving the merger. 

If not corrected, conditions that could lead 
to insolvency include, but are not limited to: 

• Abandonment by management; 
• Loss of sponsor; 
• Serious and persistent recordkeeping 

problems; or 
• Serious and persistent operational con-

cerns. 
In an emergency merger situation, NCUA 

will take an active role in finding a suitable 
merger partner (continuing credit union). 
NCUA is primarily concerned that the con-
tinuing credit union has the financial 
strength and management expertise to ab-
sorb the troubled credit union without ad-
versely affecting its own financial condition 
and stability. 

As a stipulated condition to an emergency 
merger, the field of membership of the merg-
ing credit union may be transferred intact to 
the continuing federal credit union without 
regard to any common bond restrictions. 
Under this authority, therefore, a single oc-
cupational common bond federal credit 
union may take into its field of membership 
any dissimilar charter type. 

The common bond characteristic of the 
continuing credit union in an emergency 
merger does not change. That is, even 
though the merging credit union is a mul-
tiple common bond or community, the con-
tinuing credit union will remain a single 
common bond credit union. Similarly, if the 
merging credit union is also an unlike single 
common bond, the continuing credit union 
will remain a single common bond credit 
union. Future common bond expansions will 
be based on the continuing credit union’s 
original single common bond. 

Emergency mergers involving federally in-
sured credit unions in different NCUA field 
regions must be approved by the regional di-
rector or Office of National Examinations 
and Supervision Director where the con-
tinuing credit union is headquartered, with 
the concurrence of the regional director or 
Office of National Examinations and Super-
vision Director of the merging credit union 
and, as applicable, the state regulators. 

II.D.3—Purchase and Assumption (P&A) 

Another alternative for acquiring the field 
of membership of a failing credit union is 
through a consolidation known as a P&A. A 
P&A has limited application because, in 
most cases, the failing credit union must be 
placed into involuntary liquidation. In the 
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few instances where a P&A may be appro-
priate, the assuming federal credit union, as 
with emergency mergers, may acquire the 
entire field of membership if the emergency 
merger criteria are satisfied. However, if the 
P&A does not meet the emergency merger 
criteria, it must be processed under the com-
mon bond requirements. 

In a P&A processed under the emergency 
criteria, specified loans, shares, and certain 
other designated assets and liabilities, with-
out regard to common bond restrictions, 
may also be acquired without changing the 
character of the continuing federal credit 
union for purposes of future field of member-
ship amendments. 

If the purchased and/or assumed credit 
union’s field of membership does not share a 
common bond with the purchasing and/or as-
suming credit union, then the continuing 
credit union’s original common bond will be 
controlling for future common bond expan-
sions. 

P&As involving federally insured credit 
unions in different NCUA regions must be 
approved by the regional director or Office of 
National Examinations and Supervision Di-
rector where the continuing credit union is 
headquartered, with the concurrence of the 
regional director or Office of National Ex-
aminations and Supervision Director of the 
purchased and/or assumed credit union and, 
as applicable, the state regulators. 

II.D.4—Spin-Offs 

A spin-off occurs when, by agreement of 
the parties, a portion of the field of member-
ship, assets, liabilities, shares, and capital of 
a credit union are transferred to a new or ex-
isting credit union. A spin-off is unique in 
that usually one credit union has a field of 
membership expansion and the other loses a 
portion of its field of membership. 

All common bond requirements apply re-
gardless of whether the spun-off group be-
comes a new credit union or goes to an exist-
ing federal charter. 

The request for approval of a spin-off must 
be supported with a plan that addresses, at a 
minimum: 

• Why the spin-off is being requested; 
• What part of the field of membership is 

to be spun off; 
• Whether the affected credit unions have 

a common bond (applies only to single occu-
pational credit unions); 

• Which assets, liabilities, shares, and cap-
ital are to be transferred; 

• The financial impact the spin-off will 
have on the affected credit unions; 

• The ability of the acquiring credit union 
to effectively serve the new members; 

• The proposed spin-off date; and 
• Disclosure to the members of the require-

ments set forth above. 

The spin-off request must also include cur-
rent financial statements from the affected 
credit unions and the proposed voting ballot. 

For federal credit unions spinning off a 
group, membership notice and voting re-
quirements and procedures are the same as 
for mergers (see part 708 of the NCUA Rules 
and Regulations), except that only the mem-
bers directly affected by the spin-off—those 
whose shares are to be transferred—are per-
mitted to vote. Members whose shares are 
not being transferred will not be afforded the 
opportunity to vote. All members of the 
group to be spun off (whether they voted in 
favor, against, or not at all) will be trans-
ferred if the spin-off is approved by the vot-
ing membership. Voting requirements for 
federally insured state credit unions are gov-
erned by state law. 

Spin-offs involving federally insured credit 
unions in different NCUA regions must be 
approved by all regional directors and, if ap-
plicable, Office of National Examinations 
and Supervision Director where the credit 
unions are headquartered and the state regu-
lators, as applicable. Spin-offs in the same 
region also require approval by the state reg-
ulator, as applicable. Spin-offs involving the 
creation of a new federally insured credit 
union require the approval of the Office of 
Credit Union Resources and Expansion Di-
rector. The Office of Credit Union Resources 
and Expansion also provides advice regarding 
field of membership compatibility when ap-
propriate. 

II.E—OVERLAPS 

II.E.1—General 

An overlap exists when a group of persons 
is eligible for membership in two or more 
credit unions. NCUA will permit single occu-
pational federal credit unions to overlap any 
other charter without performing an overlap 
analysis. 

II.E.2—Organizational Restructuring 

A federal credit union’s field of member-
ship will always be governed by the common 
bond descriptions contained in Section 5 of 
its charter. Where a sponsor organization ex-
pands its operations internally, by acquisi-
tion or otherwise, the credit union may serve 
these new entrants to its field of membership 
if they are part of the common bond de-
scribed in Section 5. NCUA will permit a 
complete overlap of the credit unions’ fields 
of membership. 

If a sponsor organization sells off a group, 
new members can no longer be served unless 
they otherwise qualify for membership in the 
credit union or it converts to a multiple 
common bond charter. 

Credit unions must submit documentation 
explaining the restructuring and providing 
information regarding the new organiza-
tional structure. 
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II.E.3—Exclusionary Clauses 

An exclusionary clause is a limitation pre-
cluding the credit union from serving the 
primary members of a portion of a group 
otherwise included in its field of member-
ship. NCUA no longer grants exclusionary 
clauses. Those granted prior to the adoption 
of this new Chartering and Field of Member-
ship Manual will remain in effect unless the 
credit unions agree to remove them or one of 
the affected credit unions submits a house-
keeping amendment to have it removed. 

II.F—CHARTER CONVERSION 

A single occupational common bond fed-
eral credit union may apply to convert to a 
community charter provided the field of 
membership requirements of the community 
charter are met. Groups within the existing 
charter which cannot qualify in the new 
charter cannot be served except for members 
of record, or groups or communities obtained 
in an emergency merger or P&A. A credit 
union must notify all groups that will be re-
moved from the field of membership as a re-
sult of conversion. Members of record can 
continue to be served. Also, in order to sup-
port a case for a conversion, the applicant 
federal credit union may be required to de-
velop a detailed business plan as specified in 
Chapter 2, Section V.A.3. 

A single occupational common bond fed-
eral credit union may apply to convert to a 
multiple common bond charter by adding a 
non-common bond group that is within a rea-
sonable proximity of a service facility. 
Groups within the existing charter may be 
retained and continue to be served. However, 
future amendments, including any expan-
sions of the original single common bond 
group, must be done in accordance with mul-
tiple common bond policy. 

II.G—REMOVAL OF GROUPS FROM THE FIELD 
OF MEMBERSHIP 

A credit union may request removal of a 
portion of the common bond group from its 
field of membership for various reasons. The 
most common reasons for this type of 
amendment are: 

• The group is within the field of member-
ship of two credit unions and one wishes to 
discontinue service; 

• The federal credit union cannot continue 
to provide adequate service to the group; 

• The group has ceased to exist; 
• The group does not respond to repeated 

requests to contact the credit union or re-
fuses to provide needed support; or 

• The group initiates action to be removed 
from the field of membership. 

When a federal credit union requests an 
amendment to remove a group from its field 
of membership, the Office of Credit Union 
Resources and Expansion Director will deter-
mine why the credit union desires to remove 

the group. If the Office of Credit Union Re-
sources and Expansion Director concurs with 
the request, membership will continue for 
those who are already members under the 
‘‘once a member, always a member’’ provi-
sion of the Federal Credit Union Act. 

II.H—OTHER PERSONS ELIGIBLE FOR CREDIT 
UNION MEMBERSHIP 

A number of persons, by virtue of their 
close relationship to a common bond group, 
may be included, at the charter applicant’s 
option, in the field of membership. These in-
clude the following: 

• Spouses of persons who died while within 
the field of membership of this credit union; 

• Employees of this credit union; 
• Persons retired as pensioners or annu-

itants from the above employment; 
• Volunteers; 
• Members of the immediate family or 

household; 
• Honorably discharged veterans who 

served in any of the Armed Services of the 
United States listed in this charter; 

Organizations of such persons; and 
• Corporate or other legal entities in this 

charter. 
Immediate family is defined as spouse, 

child, sibling, parent, grandparent, or grand-
child. This includes stepparents, step-
children, stepsiblings, and adoptive relation-
ships. 

Household is defined as persons living in 
the same residence maintaining a single eco-
nomic unit. 

Membership eligibility is extended only to 
individuals who are members of an ‘‘imme-
diate family or household’’ of a credit union 
member. It is not necessary for the primary 
member to join the credit union in order for 
the immediate family or household member 
of the primary member to join, provided the 
immediate family or household clause is in-
cluded in the field of membership. However, 
it is necessary for the immediate family 
member or household member to first join in 
order for that person’s immediate family 
member or household member to join the 
credit union. A credit union can adopt a 
more restrictive definition of immediate 
family or household. 

Volunteers, by virtue of their close rela-
tionship with a sponsor group, may be in-
cluded. Examples include volunteers working 
at a hospital or school. 

Under the Federal Credit Union Act, once 
a person becomes a member of the credit 
union, such person may remain a member of 
the credit union until the person chooses to 
withdraw or is expelled from the membership 
of the credit union. This is commonly re-
ferred to as ‘‘once a member, always a mem-
ber.’’ The ‘‘once a member, always a mem-
ber’’ provision does not prevent a credit 
union from restricting services to members 
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who are no longer within the field of mem-
bership. 

III—ASSOCIATIONAL COMMON BOND 

III.A.1—General 

A single associational federal credit union 
may include in its field of membership, re-
gardless of location, all members and em-
ployees of a recognized association. A single 
associational common bond consists of indi-
viduals (natural persons) and/or groups (non- 
natural persons) whose members participate 
in activities developing common loyalties, 
mutual benefits, and mutual interests. Sepa-
rately chartered associational groups can es-
tablish a single common bond relationship if 
they are integrally related and share com-
mon goals and purposes. For example, two or 
more churches of the same denomination, 
Knights of Columbus Councils, or locals of 
the same union can qualify as a single 
associational common bond. Individuals and 
groups eligible for membership in a single 
associational credit union can include the 
following: 

• Natural person members of the associa-
tion (for example, members of a union or 
church members); 

• Non-natural person members of the asso-
ciation; 

• Employees of the association (for exam-
ple, employees of the labor union or employ-
ees of the church); and 

• The association. 
Generally, a single associational common 

bond does not include a geographic defini-
tion and can operate nationally. However, a 
proposed or existing federal credit union 
may limit its field of membership to a single 
association or geographic area. NCUA may 
impose a geographic limitation if it is deter-
mined that the applicant credit union does 
not have the ability to serve a larger group 
or there are other operational concerns. All 
single associational common bonds should 
include a definition of the group that may be 
served based on the association’s charter, by-
laws, and any other equivalent documenta-
tion. 

Applicants for a single associational com-
mon bond federal credit union charter or a 
field of membership amendment to include 
an association must provide, at the request 
of NCUA, a copy of the association’s charter, 
bylaws, or other equivalent documentation, 
including any legal documents required by 
the state or other governing authority. The 
associational sponsor itself may also be in-
cluded in the field of membership—e.g., 
‘‘Sprocket Association’’—and will be shown 
in the last clause of the field of membership. 

III.A.1.a—Threshold Requirement Regarding 
the Purpose for Which an Associational 
Group Is Formed and the Totality of the 
Circumstances Criteria 

As a threshold matter, when reviewing an 
application to include an association in a 
federal credit union’s field of membership, 
NCUA will determine if the association has 
been formed primarily for the purpose of ex-
panding credit union membership. If NCUA 
makes such a determination, then the anal-
ysis ends and the association is denied inclu-
sion in the federal credit union’s field of 
membership. If NCUA determines that the 
association was formed to serve some other 
separate function as an organization, then 
NCUA will apply the following totality of 
the circumstances test to determine if the 
association satisfies the associational com-
mon bond requirements. The totality of the 
circumstances test consists of the following 
factors: 

1. Whether the association provides oppor-
tunities for members to participate in the 
furtherance of the goals of the association; 

2. Whether the association maintains a 
membership list; 

3. Whether the association sponsors other 
activities; 

4. Whether the association’s membership 
eligibility requirements are authoritative; 

5. Whether members pay dues; 
6. Whether the members have voting 

rights; to meet this requirement, members 
need not vote directly for an officer, but may 
vote for a delegate who in turn represents 
the members’ interests; 

7. The frequency of meetings; and 
8. Separateness—NCUA reviews if there is 

corporate separateness between the group 
and the federal credit union. The group and 
the federal credit union must operate in a 
way that demonstrates the separate cor-
porate existence of each entity. Specifically, 
this means the federal credit union’s and the 
group’s respective business transactions, ac-
counts, and corporate records are not inter-
mingled. 

No one factor alone is determinative of 
membership eligibility as an association. 
The totality of the circumstances controls 
over any individual factor in the test. How-
ever, NCUA’s primary focus will be on fac-
tors 1–4. 

III.A.1.b—Pre-Approved Groups 

NCUA automatically approves the below 
groups as satisfying the associational com-
mon bond provisions. NCUA only approves 
regular members of an approved group. Hon-
orary, affiliate, or non-regular members do 
not qualify. 

These groups are: 
1. Alumni associations; 
2. Religious organizations, including 

churches or groups of related churches; 
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3. Electric cooperatives; 
4. Homeowner associations; 
5. Labor unions; 
6. Scouting groups; 
7. Parent teacher associations (PTAs) orga-

nized at the local level to serve a single 
school district; 

8. Chamber of commerce groups (members 
only and not employees of members); 

9. Athletic booster clubs whose members 
have voting rights; 

10. Fraternal organizations or civic groups 
with a mission of community service whose 
members have voting rights; 

11. Organizations having a mission based 
on preserving or furthering the culture of a 
particular national or ethnic origin; and 

12. Organizations promoting social inter-
action or educational initiatives among per-
sons sharing a common occupational profes-
sion. 

III.A.1.c—Additional Information 

A support group whose members are con-
tinually changing or whose duration is tem-
porary may not meet the single 
associational common bond criteria. Each 
class of member will be evaluated based on 
the totality of the circumstances. Individ-
uals or honorary members who only make 
donations to the association are not eligible 
to join the credit union. 

Student groups (e.g., students enrolled at a 
public, private, or parochial school) may 
constitute either an associational or occupa-
tional common bond. For example, students 
enrolled at a church sponsored school could 
share a single associational common bond 
with the members of that church and may 
qualify for a federal credit union charter. 
Similarly, students enrolled at a university, 
as a group by itself, or in conjunction with 
the faculty and employees of the school, 
could share a single occupational common 
bond and may qualify for a federal credit 
union charter. 

Tenant groups, consumer groups, and other 
groups of persons having an ‘‘interest in’’ a 
particular cause and certain consumer co-
operatives may also qualify as an associa-
tion. 

Associations based primarily on a client- 
customer relationship do not meet 
associational common bond requirements. 
Health clubs are an example of a group not 
meeting associational common bond require-
ments, including YMCAs. However, having 
an incidental client-customer relationship 
does not preclude an associational charter as 
long as the associational common bond re-
quirements are met. For example, a fra-
ternal association that offers insurance, 
which is not a condition of membership, may 
qualify as a valid associational common 
bond. 

III.A.2—Subsequent Changes to Association’s 
Bylaws 

If the association’s membership or geo-
graphical definitions in its charter and by-
laws are changed subsequent to the effective 
date stated in the field of membership, the 
credit union must submit the revised charter 
or bylaws for NCUA’s consideration and ap-
proval prior to serving members of the asso-
ciation added as a result of the change. 

III.A.3—Sample Single Associational Common 
Bonds 

Some examples of associational common 
bonds are: 

• Regular members of Locals 10 and 13, 
IBEW, in Florida, who qualify for member-
ship in accordance with their charter and by-
laws in effect on May 20, 2001; 

• Members of the Hoosier Farm Bureau in 
Grant, Logan, or Lee Counties of Indiana, 
who qualify for membership in accordance 
with its charter and bylaws in effect on 
March 7, 1997; 

• Members of the Shalom Congregation in 
Chevy Chase, Maryland; 

• Regular members of the Corporate Ex-
ecutives Association, located in Westchester, 
New York, who qualify for membership in ac-
cordance with its charter and bylaws in ef-
fect on December 1, 1997; 

• Members of the University of Wisconsin 
Alumni Association, located in Green Bay, 
Wisconsin; 

• Members of the Marine Corps Reserve Of-
ficers Association; or 

• Members of St. John’s Methodist Church 
and St. Luke’s Methodist Church, located in 
Toledo, Ohio. 

Some examples of insufficiently defined 
single associational common bonds are: 

• All Lutherans in the United States (too 
broadly defined); or 

• Veterans of U.S. military service (group 
is too broadly defined; no formal association 
of all members of the group). 

Some examples of unacceptable single 
associational common bonds are: 

• Alumni of Amos University (no formal 
association); 

• Customers of Fleetwood Insurance Com-
pany (policyholders or primarily customer/ 
client relationships do not meet 
associational standards); 

• Employees of members of the Reston, 
Virginia, Chamber of Commerce (not a suffi-
ciently close tie to the associational com-
mon bond); or 

• Members of St. John’s Lutheran Church 
and St. Mary’s Catholic Church located in 
Anniston, Alabama (churches are not of the 
same denomination). 
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III.B—ASSOCIATIONAL COMMON BOND 
AMENDMENTS 

III.B.1—General 

Section 5 of every associational federal 
credit union’s charter defines the field of 
membership the credit union can legally 
serve. Only those persons who, or legal enti-
ties that, join the credit union and are speci-
fied in the field of membership can be served. 
There are three instances in which Section 5 
must be amended by NCUA. 

First, a group that shares the credit 
union’s common bond is added to the field of 
membership. This may occur through var-
ious ways including agreement between the 
group and the credit union directly, or 
through a merger, purchase and assumption 
(P&A), or spin-off. 

Second, a federal credit union qualifies to 
change its common bond from: 

• A single associational common bond to a 
single occupational common bond; 

• A single associational common bond to a 
community charter; or 

• A single associational common bond to a 
multiple common bond. 

Third, a federal credit union removes a 
portion of the group from its field of mem-
bership through agreement with the group, a 
spin-off, or a portion of the group that is no 
longer in existence. 

An existing single associational federal 
credit union that submits a request to 
amend its charter must provide documenta-
tion to establish that the associational com-
mon bond requirement has been met. The Of-
fice of Credit Union Resources and Expan-
sion Director must approve all amendments 
to an associational common bond credit 
union’s field of membership. 

III.B.2—Organizational Restructuring 

If the single common bond group that com-
prises a federal credit union’s field of mem-
bership undergoes a substantial restruc-
turing, the result is often that portions of 
the group are sold or spun off. This is an 
event requiring a change to the credit 
union’s field of membership. NCUA may not 
permit a single associational credit union to 
maintain in its field of membership a sold or 
spun-off group to which it has been providing 
service unless the group otherwise qualifies 
for membership in the credit union or the 
credit union converts to a multiple common 
bond credit union. 

If the group comprising the single common 
bond of the credit union merges with, or is 
acquired by, another group, the credit union 
can serve the new group resulting from the 
merger or acquisition after receiving a 
housekeeping amendment. 

III.B.3—Economic Advisability 

Prior to granting a common bond expan-
sion, NCUA will examine the amendment’s 
likely impact on the credit union’s oper-
ations and financial condition. In most 
cases, the information needed for analyzing 
the effect of adding a particular group will 
be available to NCUA through the examina-
tion and financial and statistical reports; 
however, in particular cases, the Office of 
Credit Union Resources and Expansion Di-
rector may require additional information 
prior to making a decision. 

III.B.4—Documentation Requirements 

A federal credit union requesting a com-
mon bond expansion must submit an Appli-
cation for Field of Membership Amendment 
(NCUA 4015–EZ) to the Office of Credit Union 
Resources and Expansion Director. An au-
thorized credit union representative must 
sign the request. 

III.C—NCUA PROCEDURES FOR AMENDING THE 
FIELD OF MEMBERSHIP 

III.C.1—General 

All requests for approval to amend a fed-
eral credit union’s charter must be sub-
mitted to the Office of Credit Union Re-
sources and Expansion Director. 

III.C.2—Office of Credit Union Resources and 
Expansion Director Decision 

NCUA staff will review all amendment re-
quests in order to ensure conformance to 
NCUA policy. 

Before acting on a proposed amendment, 
the Office of Credit Union Resources and Ex-
pansion Director may require an on-site re-
view. In addition, the Office of Credit Union 
Resources and Expansion Director may, after 
taking into account the significance of the 
proposed field of membership amendment, 
require the applicant to submit a business 
plan addressing specific issues. 

The financial and operational condition of 
the requesting credit union will be consid-
ered in every instance. The economic advis-
ability of expanding the field of membership 
of a credit union with financial or oper-
ational problems must be carefully consid-
ered. 

In most cases, field of membership amend-
ments will only be approved for credit unions 
that are operating satisfactorily. Generally, 
if a federal credit union is having difficulty 
providing service to its current membership, 
or is experiencing financial or other oper-
ational problems, it may have more dif-
ficulty serving an expanded field of member-
ship. 

Occasionally, however, an expanded field of 
membership may provide the basis for re-
versing current financial problems. In such 
cases, an amendment to expand the field of 
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membership may be granted notwith-
standing the credit union’s financial or oper-
ational problems. The applicant credit union 
must clearly establish that the expanded 
field of membership is in the best interest of 
the members and will not increase the risk 
to the NCUSIF. 

III.C.3—Office of Credit Union Resources and 
Expansion Director Approval 

If the Office of Credit Union Resources and 
Expansion Director approves the requested 
amendment, the credit union will be issued 
an amendment to Section 5 of its charter. 

III.C.4—Office of Credit Union Resources and 
Expansion Director Disapproval 

When the Office of Credit Union Resources 
and Expansion Director disapproves any ap-
plication, in whole or in part, to amend the 
field of membership under this chapter, the 
applicant will be informed in writing of the: 

• Specific reasons for the action; 
• Options to consider, if appropriate, for 

gaining approval; and 
• Appeal procedures. 

III.C.5—Appeal of Office of Credit Union 
Resources and Expansion Director Decision 

If the Office of Credit Union Resources and 
Expansion Director denies a field of member-
ship expansion request, merger, or spin-off, 
that decision may be appealed to the NCUA 
Board in accordance with the procedures set 
forth in subpart B to part 746 of this chapter. 

Before appealing, the credit union may, 
within 30 days of the denial, provide supple-
mental information to the Office of Credit 
Union Resources and Expansion Director for 
reconsideration. A request for reconsider-
ation should contain new and material evi-
dence addressing the reasons for the initial 
denial or explain extenuating circumstances 
that precluded the inclusion of existing ma-
terial evidence or information that should 
have been filed with the request for reconsid-
eration. The Office of Credit Union Re-
sources and Expansion Director will have 30 
days from the date of the receipt of the re-
quest for reconsideration to make a final de-
cision. If the request is again denied, the ap-
plicant may proceed with the appeal process 
within 60 days of the date of the last denial. 
A petitioner may seek a second reconsider-
ation based on new material evidence or in-
formation or extenuating circumstances that 
precluded the inclusion of such information 
in the previous request. 

III.D—MERGERS, PURCHASE AND 
ASSUMPTIONS, AND SPIN-OFFS 

In general, other than the addition of com-
mon bond groups, there are three additional 
ways a federal credit union with a single 
associational common bond can expand its 
field of membership: 

• By taking in the field of membership of 
another credit union through a common 
bond or emergency merger; 

• By taking in the field of membership of 
another credit union through a common 
bond or emergency purchase and assumption 
(P&A); or 

• By taking a portion of another credit 
union’s field of membership through a com-
mon bond spin-off. 

III.D.1—Mergers 

Generally, the requirements applicable to 
field of membership expansions found in this 
section apply to mergers where the con-
tinuing credit union is a federal charter. 
That is, the two credit unions must share a 
common bond. 

Where the merging credit union is state- 
chartered, the common bond rules applicable 
to a federal credit union apply. 

Mergers must be approved by the NCUA re-
gional director or Office of National Exami-
nations and Supervision Director where the 
continuing credit union is headquartered, 
with the concurrence of the regional director 
or Office of National Examinations and Su-
pervision Director of the merging credit 
union, and, as applicable, the state regu-
lators. 

If a single associational credit union wants 
to merge into a multiple common bond or 
community credit union, Section IV.D or 
Section V.D of this Chapter, respectively, 
should be reviewed. 

III.D.2—Emergency Mergers 

An emergency merger may be approved by 
NCUA without regard to common bond or 
other legal constraints. An emergency merg-
er involves NCUA’s direct intervention and 
approval. The credit union to be merged 
must either be insolvent or in danger of in-
solvency, as defined in the Glossary, and 
NCUA must determine that: 

• An emergency requiring expeditious ac-
tion exists; 

• Other alternatives are not reasonably 
available; and 

• The public interest would best be served 
by approving the merger. 

If not corrected, conditions that could lead 
to insolvency include, but are not limited to: 

• Abandonment by management; 
• Loss of sponsor; 
• Serious and persistent record-keeping 

problems; or 
• Serious and persistent operational con-

cerns. 
In an emergency merger situation, NCUA 

will take an active role in finding a suitable 
merger partner (continuing credit union). 
NCUA is primarily concerned that the con-
tinuing credit union has the financial 
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strength and management expertise to ab-
sorb the troubled credit union without ad-
versely affecting its own financial condition 
and stability. 

As a stipulated condition to an emergency 
merger, the field of membership of the merg-
ing credit union may be transferred intact to 
the continuing federal credit union without 
regard to any common bond restrictions. 
Under this authority, therefore, a single 
associational common bond federal credit 
union may take into its field of membership 
any dissimilar charter type. 

The common bond characteristic of the 
continuing credit union in an emergency 
merger does not change. That is, even 
though the merging credit union is a mul-
tiple common bond or community, the con-
tinuing credit union will remain a single 
common bond credit union. Similarly, if the 
merging credit union is an unlike single 
common bond, the continuing credit union 
will remain a single common bond credit 
union. Future common bond expansions will 
be based on the continuing credit union’s 
single common bond. 

Emergency mergers involving federally in-
sured credit unions in different NCUA re-
gions must be approved by the regional di-
rector or Office of National Examinations 
and Supervision Director where the con-
tinuing credit union is headquartered, with 
the concurrence of the regional director or 
Office of National Examinations and Super-
vision Director of the merging credit union 
and, as applicable, the state regulators. 

III.D.3—Purchase and Assumption (P&A) 

Another alternative for acquiring the field 
of membership of a failing credit union is 
through a consolidation known as a P&A. A 
P&A has limited application because, in 
most cases, the failing credit union must be 
placed into involuntary liquidation. In the 
few instances where a P&A may be appro-
priate, the assuming federal credit union, as 
with emergency mergers, may acquire the 
entire field of membership if the emergency 
merger criteria are satisfied. However, if the 
P&A does not meet the emergency merger 
criteria, it must be processed under the com-
mon bond requirements. 

In a P&A processed under the emergency 
criteria, specified loans, shares, and certain 
other designated assets and liabilities, with-
out regard to common bond restrictions, 
may also be acquired without changing the 
character of the continuing federal credit 
union for purposes of future field of member-
ship amendments. 

If the purchased and/or assumed credit 
union’s field of membership does not share a 
common bond with the purchasing and/or as-
suming credit union, then the continuing 
credit union’s original common bond will be 
controlling for future common bond expan-
sions. 

P&As involving federally insured credit 
unions in different NCUA regions must be 
approved by the regional director or Office of 
National Examinations and Supervision Di-
rector where the continuing credit union is 
headquartered, with the concurrence of the 
regional director or Office of National Ex-
aminations and Supervision Director of the 
purchased and/or assumed credit union and, 
as applicable, the state regulators. 

III.D.4—Spin-Offs 

A spin-off occurs when, by agreement of 
the parties, a portion of the field of member-
ship, assets, liabilities, shares, and capital of 
a credit union are transferred to a new or ex-
isting credit union. A spin-off is unique in 
that usually one credit union has a field of 
membership expansion and the other loses a 
portion of its field of membership. 

All common bond requirements apply re-
gardless of whether the spun-off group be-
comes a new credit union or goes to an exist-
ing federal charter. 

The request for approval of a spin-off must 
be supported with a plan that addresses, at a 
minimum: 

• Why the spin-off is being requested; 
• What part of the field of membership is 

to be spun off; 
• Whether the affected credit unions have 

the same common bond (applies only to sin-
gle associational credit unions); 

• Which assets, liabilities, shares, and cap-
ital are to be transferred; 

• The financial impact the spin-off will 
have on the affected credit unions; 

• The ability of the acquiring credit union 
to effectively serve the new members; 

• The proposed spin-off date; and 
• Disclosure to the members of the require-

ments set forth above. 
The spin-off request must also include cur-

rent financial statements from the affected 
credit unions and the proposed voting ballot. 

For federal credit unions spinning off a 
group, membership notice and voting re-
quirements and procedures are the same as 
for mergers (see part 708 of the NCUA Rules 
and Regulations), except that only the mem-
bers directly affected by the spin-off—those 
whose shares are to be transferred—are per-
mitted to vote. Members whose shares are 
not being transferred will not be afforded the 
opportunity to vote. All members of the 
group to be spun off (whether they voted in 
favor, against, or not at all) will be trans-
ferred if the spin-off is approved by the vot-
ing membership. Voting requirements for 
federally insured state credit unions are gov-
erned by state law. 

Spin-offs involving federally insured credit 
unions in different NCUA regions must be 
approved by all regional directors and, if ap-
plicable, Office of National Examinations 
and Supervision Director where the credit 
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unions are headquartered and the state regu-
lators, as applicable. Spin-offs in the same 
region also require approval by the state reg-
ulator, as applicable. Spin-offs involving the 
creation of a new federally insured credit 
union require the approval of the Office of 
Credit Union Resources and Expansion Di-
rector. The Office of Credit Union Resources 
and Expansion also provides advice regarding 
field of membership compatibility when ap-
propriate. 

III.E—OVERLAPS 

III.E.1—General 

An overlap exists when a group of persons 
is eligible for membership in two or more 
credit unions. NCUA will permit single 
associational federal credit unions to overlap 
any other charters without performing an 
overlap analysis. 

III.E.2—Organizational Restructuring 

A federal credit union’s field of member-
ship will always be governed by the common 
bond descriptions contained in Section 5 of 
its charter. Where a sponsor organization ex-
pands its operations internally, by acquisi-
tion or otherwise, the credit union may serve 
these new entrants to its field of membership 
if they are part of the common bond de-
scribed in Section 5. NCUA will permit a 
complete overlap of the credit unions’ fields 
of membership. If a sponsor organization 
sells off a group, new members can no longer 
be served unless they otherwise qualify for 
membership in the credit union or it con-
verts to a multiple common bond. 

Credit unions must submit documentation 
explaining the restructuring and providing 
information regarding the new organiza-
tional structure. 

III.E.3—Exclusionary Clauses 

An exclusionary clause is a limitation pre-
cluding the credit union from serving the 
primary members of a portion of a group 
otherwise included in its field of member-
ship. NCUA no longer grants exclusionary 
clauses. Those granted prior to the adoption 
of this new Chartering and Field of Member-
ship Manual will remain in effect unless the 
credit unions agree to remove them or one of 
the affected credit unions submits a house-
keeping amendment to have it removed. 

III.F—CHARTER CONVERSIONS 

A single associational common bond fed-
eral credit union may apply to convert to a 
community charter provided the field of 
membership requirements of the community 
charter are met. Groups within the existing 
charter which cannot qualify in the new 
charter cannot be served except for members 
of record, or groups or communities obtained 
in an emergency merger or P&A. A credit 

union must notify all groups that will be re-
moved from the field of membership as a re-
sult of conversion. Members of record can 
continue to be served. Also, in order to sup-
port a case for a conversion, the applicant 
federal credit union may be required to de-
velop a detailed business plan as specified in 
Chapter 2, Section V.A.3. 

A single associational common bond fed-
eral credit union may apply to convert to a 
multiple common bond charter by adding a 
non-common bond group that is within a rea-
sonable proximity of a service facility. 
Groups within the existing charter may be 
retained and continue to be served. However, 
future amendments, including any expan-
sions of the original single common bond 
group, must be done in accordance with mul-
tiple common bond policy. 

III.G—REMOVAL OF GROUPS FROM THE FIELD 
OF MEMBERSHIP 

A credit union may request removal of a 
portion of the common bond group from its 
field of membership for various reasons. The 
most common reasons for this type of 
amendment are: 

• The group is within the field of member-
ship of two credit unions and one wishes to 
discontinue service; 

• The federal credit union cannot continue 
to provide adequate service to the group; 

• The group has ceased to exist; 
• The group does not respond to repeated 

requests to contact the credit union or re-
fuses to provide needed support; or 

• The group initiates action to be removed 
from the field of membership. 

When a federal credit union requests an 
amendment to remove a group from its field 
of membership, the Office of Credit Union 
Resources and Expansion Director will deter-
mine why the credit union desires to remove 
the group. If the Office of Credit Union Re-
sources and Expansion Director concurs with 
the request, membership will continue for 
those who are already members under the 
‘‘once a member, always a member’’ provi-
sion of the Federal Credit Union Act. 

III.H—OTHER PERSONS ELIGIBLE FOR CREDIT 
UNION MEMBERSHIP 

A number of persons by virtue of their 
close relationship to a common bond group 
may be included, at the charter applicant’s 
option, in the field of membership. These in-
clude the following: 

• Spouses of persons who died while within 
the field of membership of this credit union; 

• Employees of this credit union; 
• Volunteers; 
• Members of the immediate family or 

household; 
• Honorably discharged veterans who 

served in any of the Armed Services of the 
United States in this charter; 
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Organizations of such persons; and 
• Corporate or other legal entities in this 

charter. 
Immediate family is defined as spouse, 

child, sibling, parent, grandparent, or grand-
child. This includes stepparents, step-
children, stepsiblings, and adoptive relation-
ships. 

Household is defined as persons living in 
the same residence maintaining a single eco-
nomic unit. 

Membership eligibility is extended only to 
individuals who are members of an ‘‘imme-
diate family or household’’ of a credit union 
member. It is not necessary for the primary 
member to join the credit union in order for 
the immediate family or household member 
of the primary member to join, provided the 
immediate family or household clause is in-
cluded in the field of membership. However, 
it is necessary for the immediate family 
member or household member to first join in 
order for that person’s immediate family 
member or household member to join the 
credit union. A credit union can adopt a 
more restrictive definition of immediate 
family or household. 

Volunteers, by virtue of their close rela-
tionship with a sponsor group, may be in-
cluded. One example is volunteers working 
at a church. 

Under the Federal Credit Union Act, once 
a person becomes a member of the credit 
union, such person may remain a member of 
the credit union until the person chooses to 
withdraw or is expelled from the membership 
of the credit union. This is commonly re-
ferred to as ‘‘once a member, always a mem-
ber.’’ The ‘‘once a member, always a mem-
ber’’ provision does not prevent a credit 
union from restricting services to members 
who are no longer within the field of mem-
bership. 

IV—MULTIPLE OCCUPATIONAL/ASSOCIATIONAL 
COMMON BONDS 

IV.A.1—General 

A federal credit union may be chartered to 
serve a combination of distinct, definable 
single occupational and/or associational 
common bonds. This type of credit union is 
called a multiple common bond credit union. 
Each group in the field of membership must 
have its own occupational or associational 
common bond. For example, a multiple com-
mon bond credit union may include two un-
related employers, or two unrelated associa-
tions, or a combination of two or more em-
ployers or associations. Additionally, these 
groups must be within reasonable geographic 
proximity of the credit union. That is, the 
groups must be within the service area of 
one of the credit union’s service facilities. 
These groups are referred to as select groups. 
A multiple common bond credit union can-

not include a TIP or expand using single 
common bond criteria. 

Employment in a corporation or other 
legal entity which is related to another legal 
entity (such as a company under contract to, 
and possessing a strong dependency relation-
ship with, the other company) makes that 
person part of the occupational common 
bond of a select employee group within a 
multiple common bond. In this context, a 
‘‘strong dependency relationship’’ is a rela-
tionship in which the entities rely on each 
other as measured by a pattern of regularly 
doing business with each other, for example, 
as documented by the number, the term 
length, and the dollar volume of prior and 
pending contracts between them. 

A multiple common bond credit union’s 
charter may also combine individual occupa-
tional groups that each consist of employees 
of a retailer or other business tenant of an 
industrial park, a shopping mall, office park 
or office building (each ‘‘a park’’). To be able 
to have this type of clause in its charter, the 
multiple common bond credit union first 
must receive a request from an authorized 
representative of the group or the park to es-
tablish credit union service. The park must 
be within the multiple common bond credit 
union’s service area, and each occupational 
group must have fewer than 3,000 employees, 
who are eligible for membership only for so 
long as each is employed by a park tenant. 
Under this clause, a multiple common bond 
credit union can enroll group employees only 
while the group’s retail or business employer 
is a park tenant, but such credit unions are 
free to serve employees of new groups under 
the above conditions as each respective em-
ployer becomes a park tenant. 

A federal credit union’s service area is the 
area that can reasonably be served by the 
service facilities accessible to the groups 
within the field of membership. The service 
area will most often coincide with that geo-
graphic area primarily served by the service 
facility. Additionally, the groups served by 
the credit union must have access to the 
service facility. The non-availability of 
other credit union service is a factor to be 
considered in determining whether the group 
is within reasonable proximity of a credit 
union wishing to add the group to its field of 
membership. 

A service facility for multiple common 
bond credit unions is defined as a place 
where shares are accepted for members’ ac-
counts, loan applications are accepted or 
loans are disbursed. This definition includes 
a credit union owned branch, a mobile 
branch, an office operated on a regularly 
scheduled weekly basis, a credit union owned 
ATM, or a credit union owned electronic fa-
cility that meets, at a minimum, these re-
quirements. A service facility also includes a 
shared branch or a shared branch network if 
either: (1) The credit union has an ownership 
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interest in the service facility either directly 
or through a CUSO or similar organization; 
or (2) the service facility is local to the cred-
it union and the credit union is an author-
ized participant in the service center. This 
definition does not include the credit union’s 
Internet Web site. 

The select group as a whole will be consid-
ered to be within a credit union’s service 
area when: 

• A majority of the persons in a select 
group live, work, or gather regularly within 
the service area; 

• The group’s headquarters is located with-
in the service area; or 

• The group’s ‘‘paid from’’ or ‘‘supervised 
from’’ location is within the service area. 

IV.A.2—Sample Multiple Common Bond Field of 
Membership 

An example of a multiple common bond 
field of membership is: 

‘‘The field of membership of this federal 
credit union shall be limited to the fol-
lowing: 

1. Employees of Teltex Corporation who 
work in Wilmington, Delaware; 

2. Partners and employees of Smith & 
Jones, Attorneys at Law, who work in Wil-
mington, Delaware; 

3. Members of the M&L Association in Wil-
mington, Delaware, who qualify for member-
ship in accordance with its charter and by-
laws in effect on December 31, 1997; 

4. Employees of tenants of MJB Office 
Park under the following conditions: 

—Each tenant’s employees form an indi-
vidual occupational group; 

—the tenant has fewer than 3,000 employees 
working at MJB Office Park; and 

—those employees work in MJB Office 
Park’s Wilmington, Delaware location,’’ 

IV.B—MULTIPLE COMMON BOND AMENDMENTS 

IV.B.1—General 

Section 5 of every multiple common bond 
federal credit union’s charter defines the 
field of membership and select groups the 
credit union can legally serve. Only those 
persons or legal entities specified in the field 
of membership can be served. There are a 
number of instances in which Section 5 must 
be amended by NCUA. 

First, a new select group is added to the 
field of membership. This may occur through 
agreement between the group and the credit 
union directly, or through a merger, cor-
porate acquisition, purchase and assumption 
(P&A), or spin-off. 

Second, a federal credit union qualifies to 
change its charter from: 

• A single occupational or associational 
charter to a multiple common bond charter; 

• A multiple common bond to a single oc-
cupational or associational charter; 

• A multiple common bond to a commu-
nity charter; or 

• A community to a multiple common 
bond charter. 

Third, a federal credit union removes a 
group from its field of membership through 
agreement with the group, a spin-off, or be-
cause the group no longer exists. 

IV.B.2—Numerical Limitation of Select Groups 

An existing multiple common bond federal 
credit union that submits a request to 
amend its charter must provide documenta-
tion to establish that the multiple common 
bond requirements have been met. The Office 
of Credit Union Resources and Expansion Di-
rector must approve all amendments to a 
multiple common bond credit union’s field of 
membership. 

NCUA will approve groups to a credit 
union’s field of membership if the agency de-
termines in writing that the following cri-
teria are met: 

• The credit union has not engaged in any 
unsafe or unsound practice, as determined by 
the Office of Credit Union Resources and Ex-
pansion Director, with input from the appro-
priate regional director or Office of National 
Examinations and Supervision Director, 
which is material during the one year period 
preceding the filing to add the group; 

• The credit union is ‘‘adequately capital-
ized’’ pursuant to Part 702 of NCUA’s Rules 
and Regulations. For low-income credit 
unions or credit unions chartered less than 
ten years, the Office of Credit Union Re-
sources and Expansion Director, with input 
from the appropriate regional director or Of-
fice of National Examinations and Super-
vision Director, may determine that a less 
than ‘‘adequately capitalized’’ credit union 
can qualify for an expansion if it is making 
reasonable progress toward becoming ‘‘ade-
quately capitalized.’’ For any other credit 
union, the Office of Credit Union Resources 
and Expansion Director, with input from the 
appropriate regional director or Office of Na-
tional Examinations and Supervision Direc-
tor, may determine that a less than ‘‘ade-
quately capitalized’’ credit union can qualify 
for an expansion if it is making reasonable 
progress toward becoming ‘‘adequately cap-
italized,’’ and the addition of the group 
would not adversely affect the credit union’s 
capitalization level; 

• The credit union has the administrative 
capability to serve the proposed group and 
the financial resources to meet the need for 
additional staff and assets to serve the new 
group; 

• Any potential harm the expansion may 
have on any other credit union and its mem-
bers is clearly outweighed by the probable 
beneficial effect of the expansion. With re-
spect to a proposed expansion’s effect on 
other credit unions, the requirements on 
overlapping fields of membership set forth in 
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Section IV.E of this Chapter are also applica-
ble; and 

• If the formation of a separate credit 
union by such group is not practical and con-
sistent with reasonable standards for the 
safe and sound operation of a credit union. 

The Federal Credit Union Act presumes 
that a group of 3,000 or more primary poten-
tial members is able to form its own stand- 
alone credit union unless NCUA determines 
that it is infeasible to do so for reasons such 
as: 

(i) The group lacks sufficient volunteer 
and other resources to support the efficient 
and effective operation of its own credit 
union; 

(ii) the group does not meet criteria that 
the Board has determined to be an important 
indicator of success in establishing and man-
aging a new credit union, including demo-
graphic characteristics such as the geo-
graphic location of members, the diversity of 
ages and income levels among members, and 
other factors that may affect such a credit 
union’s financial viability and stability; or 

(iii) the group would be unlikely to operate 
a safe and sound credit union. 

As such, NCUA requires additional infor-
mation when a multiple common bond credit 
union applies to add a group of 3,000 or more 
primary potential members. For groups be-
tween 3,000 and 4,999 potential members, 
NCUA requires documentation indicating the 
group has a lack of available subsidies, inter-
est among the group’s members, and suffi-
cient resources. For such cases NCUA, in its 
discretion, will accept a written statement 
indicating these conditions exist as suffi-
cient documentation the group cannot form 
its own credit union. Groups with 5,000 or 
more members will be subject to the stand-
ard document requirements as discussed 
later in this chapter, requiring a group to 
fully describe its inability to establish a new 
single common bond credit union. 

IV.B.3—Documentation Requirements 

A multiple common bond credit union re-
questing a select group expansion must sub-
mit a formal written request, using the Ap-
plication for Field of Membership Amend-
ment (NCUA 4015–EZ, NCUA 4015–A or NCUA 
4015) to the Office of Credit Union Resources 
and Expansion Director. An authorized cred-
it union representative must sign the re-
quest. 

The NCUA 4015–EZ (for groups less than 
3,000 potential members) must be accom-
panied by the following: 

• A letter, or equivalent documentation, 
from the group requesting credit union serv-
ice. This letter must indicate: 

• That the group wants to be added to the 
applicant federal credit union’s field of mem-
bership; 

• The number of persons currently in-
cluded within the group to be added and 
their locations; and 

• The group’s proximity to the credit 
union’s nearest service facility. 

• The most recent copy of the group’s 
charter and bylaws or equivalent documenta-
tion (for associational groups). 

The NCUA 4015–A (for groups between 3,000 
and 4,999 primary potential members) must 
be accompanied by the following: 

• A letter, or equivalent documentation, 
from the group requesting credit union serv-
ice. This letter must indicate: 

• That the group wants to be added to the 
federal credit union’s field of membership; 

• The number of persons currently in-
cluded within the group to be added and 
their locations; 

• The group’s proximity to credit union’s 
nearest service facility, and 

• Why the formation of a separate credit 
union for the group is not practical or con-
sistent with safety and soundness standards 
because of a lack of available subsidies, in-
terest among the group’s members, and suffi-
cient resources. 

The NCUA 4015 (for groups of 5,000 or more 
primary potential members) must be accom-
panied by the following: 

• A letter, or equivalent documentation, 
from the group requesting credit union serv-
ice. This letter must indicate: 

• That the group wants to be added to the 
federal credit union’s field of membership; 

• Whether the group presently has other 
credit union service available; 

• The number of persons currently in-
cluded within the group to be added and 
their locations; 

• The group’s proximity to credit union’s 
nearest service facility, and 

• Why the formation of a separate credit 
union for the group is not practical or con-
sistent with safety and soundness standards. 
A credit union need not address every item 
on the list, simply those issues that are rel-
evant to its particular request: 

Member location—whether the member-
ship is widely dispersed or concentrated in a 
central location. 

Demographics—the employee turnover 
rate, economic status of the group’s mem-
bers, and whether the group is more apt to 
consist of savers and/or borrowers. 

Market competition—the availability of 
other financial services. 

Desired services and products—the type of 
services the group desires in comparison to 
the type of services a new credit union could 
offer. 

Sponsor subsidies—the availability of oper-
ating subsidies. 

The desire of the sponsor—the extent of 
the sponsor’s interest in supporting a credit 
union charter. 
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Employee interest—the extent of the em-
ployees’ interest in obtaining a credit union 
charter. 

Evidence of past failure—whether the 
group previously had its own credit union or 
previously filed for a credit union charter. 

Administrative capacity to provide serv-
ices—will the group have the management 
expertise to provide the services requested. 

• If the group is eligible for membership in 
any other credit union, documentation must 
be provided to support inclusion of the group 
under the overlap standards set forth in Sec-
tion IV.E of this Chapter; and 

• The most recent copy of the group’s 
charter and bylaws or equivalent documenta-
tion (for associational groups). 

IV.B.4—Restructuring 

If a select group within a federal credit 
union’s field of membership undergoes a sub-
stantial restructuring, a change to the credit 
union’s field of membership may be required 
if the credit union is to continue to provide 
service to the select group. NCUA permits a 
multiple common bond credit union to main-
tain in its field of membership a sold, spun- 
off, or merged select group to which it has 
been providing service. This type of amend-
ment to the credit union’s charter is not 
considered an expansion; therefore, the cri-
teria relating to adding new groups are not 
applicable. 

When two groups merge and each is in the 
field of membership of a credit union, then 
both (or all affected) credit unions can serve 
the resulting merged group, subject to any 
existing geographic limitation and without 
regard to any overlap provisions. However, 
the credit unions cannot serve the other 
multiple groups that may be in the field of 
membership of the other credit union. 

IV.C—NCUA’S PROCEDURES FOR AMENDING 
THE FIELD OF MEMBERSHIP 

IV.C.1—General 

All requests for approval to amend a fed-
eral credit union’s charter must be sub-
mitted to the Office of Credit Union Re-
sources and Expansion Director. 

IV.C.2—Office of Credit Union Resources and 
Expansion Director Decision 

NCUA staff will review all amendment re-
quests in order to ensure conformance to 
NCUA policy. 

Before acting on a proposed amendment, 
the Office of Credit Union Resources and Ex-
pansion Director may require an on-site re-
view. In addition, the Office of Credit Union 
Resources and Expansion Director may, after 
taking into account the significance of the 
proposed field of membership amendment, 
require the applicant to submit a business 
plan addressing specific issues. 

The financial and operational condition of 
the requesting credit union will be consid-
ered in every instance. An expanded field of 
membership may provide the basis for re-
versing adverse trends. In such cases, an 
amendment to expand the field of member-
ship may be granted notwithstanding the 
credit union’s adverse trends. The applicant 
credit union must clearly establish that the 
approval of the expanded field of membership 
meets the requirements of Section IV.B.2 of 
this Chapter and will not increase the risk to 
the NCUSIF. 

IV.C.3—Office of Credit Union Resources and 
Expansion Director Approval 

If the Office of Credit Union Resources and 
Expansion Director approves the requested 
amendment, the credit union will be issued 
an amendment to Section 5 of its charter. 

IV.C.4—Office of Credit Union Resources and 
Expansion Director Disapproval 

When the Office of Credit Union Resources 
and Expansion Director disapproves any ap-
plication, in whole or in part, to amend the 
field of membership under this chapter, the 
applicant will be informed in writing of the: 

• Specific reasons for the action; 
• Options to consider, if appropriate, for 

gaining approval; and 
• Appeal procedure. 

IV.C.5—Appeal of Office of Credit Union 
Resources and Expansion Director Decision 

If the Office of Credit Union Resources and 
Expansion Director denies a field of member-
ship expansion request, merger, or spin-off, 
that decision may be appealed to the NCUA 
Board in accordance with the procedures set 
forth in subpart B to part 746 of this chapter. 

Before appealing, the credit union may, 
within 30 days of the denial, provide supple-
mental information to the Office of Credit 
Union Resources and Expansion Director for 
reconsideration. A request for reconsider-
ation should contain new and material evi-
dence addressing the reasons for the initial 
denial or explain extenuating circumstances 
that precluded the inclusion of existing ma-
terial evidence or information that should 
have been filed with the request for reconsid-
eration. The Office of Credit Union Re-
sources and Expansion Director will have 30 
days from the date of the receipt of the re-
quest for reconsideration to make a final de-
cision. If the request is again denied, the ap-
plicant may proceed with the appeal process 
within 60 days of the date of the last denial. 
A petitioner may seek a second reconsider-
ation based on new material evidence or in-
formation or extenuating circumstances that 
precluded the inclusion of such information 
in the previous request. 
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IV.D—MERGERS, PURCHASE AND 
ASSUMPTIONS, AND SPIN-OFFS 

In general, other than the addition of se-
lect groups, there are three additional ways 
a multiple common bond federal credit union 
can expand its field of membership: 

• By taking in the field of membership of 
another credit union through a merger; 

• By taking in the field of membership of 
another credit union through a purchase and 
assumption (P&A); or 

• By taking a portion of another credit 
union’s field of membership through a spin- 
off. 

IV.D.1—Voluntary Mergers 

a. All Select Groups in the Merging Credit 
Union’s Field of Membership Have Less 
Than 3,000 Primary Potential Members 

A voluntary merger of two or more federal 
credit unions is permissible as long as each 
select group in the merging credit union’s 
field of membership has less than 3,000 pri-
mary potential members. While the merger 
requirements outlined in Section 205 of the 
Federal Credit Union Act must still be met, 
the requirements of Chapter 2, Section 
IV.B.2 of this manual are not applicable. 

b. One or More Select Groups in the Merging 
Credit Union’s Field of Membership Has 
3,000 or More Primary Potential Members 

If the merging credit unions serve the 
same group, and the group consists of 3,000 or 
more primary potential members, then the 
ability to form a separate credit union anal-
ysis is not required for that group. If the 
merging credit union has any other groups 
consisting of 3,000 or more primary potential 
members, special requirements apply. NCUA 
will analyze each group of 3,000 or more pri-
mary potential members, except as noted 
above, to determine whether the formation 
of a separate credit union by such a group is 
practical. If the formation of a separate 
credit union by such a group is not practical 
because the group lacks sufficient volunteer 
and other resources to support the efficient 
and effective operations of a credit union or 
does not meet the economic advisable cri-
teria outlined in Chapter 1, the group may be 
merged into a multiple common bond credit 
union. If the formation of a separate credit 
union is practical, the group must be spun- 
off before the merger can be approved. 

c. Merger of a Single Common Bond Credit 
Union Into a Multiple Common Bond Cred-
it Union 

A financially healthy single common bond 
credit union with a primary potential mem-
bership of 3,000 or more cannot merge into a 
multiple common bond credit union, absent 
supervisory reasons, unless the continuing 
credit union already serves the same group. 

d. Merger Approval 

If the merger is approved, the qualifying 
groups within the merging credit union’s 
field of membership will be transferred in-
tact to the continuing credit union and can 
continue to be served. 

Where the merging credit union is state- 
chartered, the field of membership rules ap-
plicable to a federal credit union apply. 

Mergers must be approved by the applica-
ble NCUA regional or Office of National Ex-
aminations and Supervision Director where 
the continuing credit union is 
headquartered, with the concurrence of the 
regional director or Office of National Ex-
aminations and Supervision Director of the 
merging credit union, and, as applicable, the 
state regulators. 

IV.D.2—Supervisory Mergers 

The NCUA may approve the merger of any 
federally insured credit union when safety 
and soundness concerns are present without 
regard to the 3,000 numerical limitation. The 
credit union need not be insolvent or in dan-
ger of insolvency for NCUA to use this statu-
tory authority. Examples constituting ap-
propriate reasons for using this authority 
are: abandonment of the management and/or 
officials and an inability to find replace-
ments, loss of sponsor support, serious and 
persistent record-keeping problems, sus-
tained material decline in financial condi-
tion, or other serious or persistent cir-
cumstances. 

IV.D.3—Emergency Mergers 

An emergency merger may be approved by 
NCUA without regard to common bond or 
other legal constraints. An emergency merg-
er involves NCUA’s direct intervention and 
approval. The credit union to be merged 
must either be insolvent or in danger of in-
solvency, as defined in the Glossary, and 
NCUA must determine that: 

• An emergency requiring expeditious ac-
tion exists; 

• Other alternatives are not reasonably 
available; and 

• The public interest would best be served 
by approving the merger. 

If not corrected, conditions that could lead 
to insolvency include, but are not limited to: 

• Abandonment by management; 
• Loss of sponsor; 
• Serious and persistent record-keeping 

problems; or 
• Serious and persistent operational con-

cerns. 
In an emergency merger situation, NCUA 

will take an active role in finding a suitable 
merger partner (continuing credit union). 
NCUA is primarily concerned that the con-
tinuing credit union has the financial 
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strength and management expertise to ab-
sorb the troubled credit union without ad-
versely affecting its own financial condition 
and stability. 

As a stipulated condition to an emergency 
merger, the field of membership of the merg-
ing credit union may be transferred intact to 
the continuing federal credit union without 
regard to any field of membership restric-
tions including numerical limitation re-
quirements. Under this authority, any single 
occupational or associational common bond, 
multiple common bond, or community char-
ter may merger into a multiple common 
bond credit union and that credit union can 
continue to serve the merging credit union’s 
field of membership. Subsequent field of 
membership expansions of the continuing 
multiple common bond credit union must be 
consistent with multiple common bond poli-
cies. 

Emergency mergers involving federally in-
sured credit unions in different NCUA re-
gions must be approved by the regional di-
rector or Office of National Examinations 
and Supervision Director where the con-
tinuing credit union is headquartered, with 
the concurrence of the regional director or 
Office of National Examinations and Super-
vision Director of the merging credit union 
and, as applicable, the state regulators. 

IV.D.4—Purchase and Assumption (P&A) 

Another alternative for acquiring the field 
of membership of a failing credit union is 
through a consolidation known as a P&A. 
Generally, the requirements applicable to 
field of membership expansions found in this 
chapter apply to purchase and assumptions 
where the purchasing credit union is a fed-
eral charter. 

A P&A has limited application because, in 
most cases, the failing credit union must be 
placed into involuntary liquidation. How-
ever, in the few instances where a P&A may 
occur, the assuming federal credit union, as 
with emergency mergers, may acquire the 
entire field of membership if the emergency 
criteria are satisfied. Specified loans, shares, 
and certain other designated assets and li-
abilities, without regard to field of member-
ship restrictions, may also be acquired with-
out changing the character of the continuing 
federal credit union for purposes of future 
field of membership amendments. Subse-
quent field of membership expansions must 
be consistent with multiple common bond 
policies. 

P&As involving federally insured credit 
unions in different NCUA regions must be 
approved by the regional director or Office of 
National Examinations and Supervision Di-
rector where the continuing credit union is 
headquartered, with the concurrence of the 
regional director or Office of National Ex-
aminations and Supervision Director of the 

purchased and/or assumed credit union and, 
as applicable, the state regulators. 

IV.D.5—Spin-Offs 

A spin-off occurs when, by agreement of 
the parties, a portion of the field of member-
ship, assets, liabilities, shares, and capital of 
a credit union are transferred to a new or ex-
isting credit union. A spin-off is unique in 
that usually one credit union has a field of 
membership expansion and the other loses a 
portion of its field of membership. 

All common bond requirements apply re-
gardless of whether the spun-off group be-
comes a new charter or goes to an existing 
federal charter. 

The request for approval of a spun-off 
group must be supported with a plan that ad-
dresses, at a minimum: 

• Why the spin-off is being requested; 
• What part of the field of membership is 

to be spun off; 
• Which assets, liabilities, shares, and cap-

ital are to be transferred; 
• The financial impact the spin-off will 

have on the affected credit unions; 
• The ability of the acquiring credit union 

to effectively serve the new members; 
• The proposed spin-off date; and 
• Disclosure to the members of the require-

ments set forth above. 
The spin-off request must also include cur-

rent financial statements from the affected 
credit unions and the proposed voting ballot. 

For federal credit unions spinning off a 
group, membership notice and voting re-
quirements and procedures are the same as 
for mergers (see part 708 of the NCUA Rules 
and Regulations), except that only the mem-
bers directly affected by the spin-off—those 
whose shares are to be transferred—are per-
mitted to vote. Members whose shares are 
not being transferred will not be afforded the 
opportunity to vote. All members of the 
group to be spun off (whether they voted in 
favor, against, or not at all) will be trans-
ferred if the spin-off is approved by the vot-
ing membership. Voting requirements for 
federally insured state credit unions are gov-
erned by state law. 

Spin-offs involving federally insured credit 
unions in different NCUA regions must be 
approved by all regional directors and, if ap-
plicable, the Office of National Examinations 
and Supervision Director where the credit 
unions are headquartered and the state regu-
lators, as applicable. Spin-offs in the same 
region also require approval by the state reg-
ulator, as applicable. 

IV.E—OVERLAPS 

IV.E.1—General 

An overlap exists when a group of persons 
is eligible for membership in two or more 
credit unions, including state charters. An 
overlap is permitted when the expansion’s 
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beneficial effect in meeting the convenience 
and needs of the members of the group pro-
posed to be included in the field of member-
ship outweighs any adverse effect on the 
overlapped credit union. 

Credit unions must investigate the possi-
bility of an overlap with federally insured 
credit unions prior to submitting an expan-
sion request if the group has 5,000 or more 
primary potential members. If cases arise 
where the assurance given to the Office of 
Credit Union Resources and Expansion Di-
rector concerning the unavailability of cred-
it union service is inaccurate, the misin-
formation may be grounds for removal of the 
group from the federal credit union’s char-
ter. 

When an overlap situation requiring anal-
ysis does arise, officials of the expanding 
credit union must ascertain the views of the 
overlapped credit union. If the overlapped 
credit union does not object, the applicant 
must submit a letter or other documentation 
to that effect. If the overlapped credit union 
does not respond, the expanding credit union 
must notify NCUA in writing of its attempt 
to obtain the overlapped credit union’s com-
ments. 

NCUA will approve an overlap if the expan-
sion’s beneficial effect in meeting the con-
venience and needs of the members of the 
group outweighs any adverse effect on the 
overlapped credit union. 

In reviewing the overlap, the Office of 
Credit Union Resources and Expansion Di-
rector will consider: 

• The view of the overlapped credit 
union(s); 

• Whether the overlap is incidental in na-
ture—the group of persons in question is so 
small as to have no material effect on the 
original credit union; 

• Whether there is limited participation by 
members or employees of the group in the 
original credit union after the expiration of 
a reasonable period of time; 

• Whether the original credit union fails to 
provide requested service; 

• Financial effect on the overlapped credit 
union; 

• The desires of the group(s); 
• The desire of the sponsor organization; 

and 
• The best interests of the affected group 

and the credit union members involved. 
Generally, if the overlapped credit union 

does not object, and NCUA determines that 
there is no safety and soundness problem, 
the overlap will be permitted. 

Potential overlaps of a federally insured 
state credit union’s field of membership by a 
federal credit union will generally be ana-
lyzed in the same way as if two federal credit 
unions were involved. Where a federally in-
sured state credit union’s field of member-
ship is broadly stated, NCUA will exclude its 

field of membership from any overlap protec-
tion. 

NCUA will permit multiple common bond 
federal credit unions to overlap community 
charters without performing an overlap anal-
ysis. 

IV.E.2—Overlap Issues as a Result of 
Organizational Restructuring 

A federal credit union’s field of member-
ship will always be governed by the field of 
membership descriptions contained in Sec-
tion 5 of its charter. Where a sponsor organi-
zation expands its operations internally, by 
acquisition or otherwise, the credit union 
may serve these new entrants to its field of 
membership if they are part of any select 
group listed in Section 5. Where acquisitions 
are made which add a new subsidiary, the 
group cannot be served until the subsidiary 
is included in the field of membership 
through a housekeeping amendment. 

A federal credit union’s field of member-
ship will always be governed by the field of 
membership descriptions contained in Sec-
tion 5 of its charter. Where a sponsor organi-
zation expands its operations internally, by 
acquisition or otherwise, the credit union 
may serve these new entrants to its field of 
membership if they are part of any select 
group listed in Section 5. Where acquisitions 
are made which add a new subsidiary, the 
group cannot be served until the subsidiary 
is included in the field of membership 
through a housekeeping amendment. 

Overlaps may occur as a result of restruc-
turing or merger of the parent organization. 
When such overlaps occur, each credit union 
must request a field of membership amend-
ment to reflect the new groups each wishes 
to serve. The credit union can continue to 
serve any current group in its field of mem-
bership that is acquiring a new group or has 
been acquired by a new group. 

The new group cannot be served by the 
credit union until the field of membership 
amendment is approved by NCUA. 

Credit unions affected by organizational 
restructuring or merger should attempt to 
resolve overlap issues among themselves. 
Unless an agreement is reached limiting the 
overlap resulting from the corporate restruc-
turing, NCUA will permit a complete overlap 
of the credit unions’ fields of membership. 
When two groups merge, or one group is ac-
quired by the other, and each is in the field 
of membership of a credit union, both (or all 
affected) credit unions can serve the result-
ing merged or acquired group, subject to any 
existing geographic limitation and without 
regard to any overlap provisions. This is ac-
complished through a housekeeping amend-
ment. 

Credit unions must submit to NCUA docu-
mentation explaining the restructuring and 
provide information regarding the new orga-
nizational structure. 
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IV.E.3—Exclusionary Clauses 

An exclusionary clause is a limitation pre-
cluding the credit union from serving the 
primary members of a portion of a group 
otherwise included in its field of member-
ship. NCUA no longer grants exclusionary 
clauses. Those granted prior to the adoption 
of this new Chartering and Field of Member-
ship Manual will remain in effect unless the 
credit unions agree to remove them or one of 
the affected credit unions submits a house-
keeping amendment to have it removed. 

IV.F—CHARTER CONVERSION 

A multiple common bond federal credit 
union may apply to convert to a community 
charter provided the field of membership re-
quirements of the community charter are 
met. Groups within the existing charter 
which cannot qualify in the new charter can-
not be served except for members of record, 
or groups or communities obtained in an 
emergency merger or P&A. A credit union 
must notify all groups that will be removed 
from the field of membership as a result of 
conversion. Members of record can continue 
to be served. Also, in order to support a case 
for a conversion, the applicant federal credit 
union may be required to develop a detailed 
business plan as specified in Chapter 2, Sec-
tion V.A.3. 

A multiple common bond federal credit 
union may apply to convert to a single occu-
pational or associational common bond char-
ter provided the field of membership require-
ments of the new charter are met. Groups 
within the existing charter, which do not 
qualify in the new charter, cannot be served 
except for members of record, or groups or 
communities obtained in an emergency 
merger or P&A. A credit union must notify 
all groups that will be removed from the 
field of membership as a result of conver-
sion. 

IV.G—CREDIT UNION REQUESTED REMOVAL OF 
GROUPS FROM THE FIELD OF MEMBERSHIP 

A credit union may request removal of a 
group from its field of membership for var-
ious reasons. The most common reasons for 
this type of amendment are: 

• The group is within the field of member-
ship of two credit unions and one wishes to 
discontinue service; 

• The federal credit union cannot continue 
to provide adequate service to the group; 

• The group has ceased to exist; 
• The group does not respond to repeated 

requests to contact the credit union or re-
fuses to provide needed support; 

• The group initiates action to be removed 
from the field of membership; or 

• The federal credit union wishes to con-
vert to a single common bond. 

When a federal credit union requests an 
amendment to remove a group from its field 

of membership, the Office of Credit Union 
Resources and Expansion Director will deter-
mine why the credit union desires to remove 
the group. If the Office of Credit Union Re-
sources and Expansion Director concurs with 
the request, membership will continue for 
those who are already members under the 
‘‘once a member, always a member’’ provi-
sion of the Federal Credit Union Act. 

IV.H—NCUA SUPERVISORY ACTION TO RE-
MOVE GROUPS FROM THE FIELD OF MEMBER-
SHIP 

NCUA has in place quality control proc-
esses that protect the integrity of its field of 
membership requirements. As part of this 
obligation, NCUA’s Office of Credit Union 
Resources and Expansion will randomly se-
lect groups added through NCUA’s Field of 
Membership Internet Application (FOMIA) 
system for quality assurance reviews even if 
the expansion application meets all the con-
ditions for approval. Each FCU is responsible 
for obtaining certain documentation when 
seeking to add groups to its field of member-
ship through FOMIA. In addition, as indi-
cated in the FOMIA User Instruction Guide, 
available on NCUA’s Web site, an FCU must 
permanently retain the documentation from 
the select group requesting service and the 
Confirmation Certificate generated at the 
time the FOMIA request is submitted to 
NCUA. 

As part of the quality assurance process, 
the Office of Credit Union Resources and Ex-
pansion reserves the right to request this 
documentation at any time. If the FCU fails 
to provide this documentation when the Of-
fice of Credit Union Resources and Expan-
sion requests it, the director of the Office of 
Credit Union Resources and Expansion may 
consider removing the group from the FCU’s 
field of membership and restricting the FCU 
from using the FOMIA system for future re-
quests. Specifically, as part of the FOMIA 
quality assurance process, the Office of Cred-
it Union Resources and Expansion staff will 
do the following: 

1. Within 10 days of receiving an applica-
tion selected for a quality assurance review, 
notify the FCU of the documentation the Of-
fice of Credit Union Resources and Expan-
sion requires. The FCU will have 15 days to 
provide the necessary documentation. the 
Office of Credit Union Resources and Expan-
sion will respond to the FCU with a deter-
mination on the quality assurance review of 
the association within 15 days of receiving 
the requested information; 

2. After receiving the additional docu-
mentation, if any concerns remain out-
standing, the Office of Credit Union Re-
sources and Expansion will again correspond 
with the FCU and provide a 15-day time 
frame for correcting the concern. the Office 
of Credit Union Resources and Expansion 
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will respond to the FCU with a determina-
tion on the quality assurance review of the 
association within 15 days of receiving the 
requested information; and 

3. If the FCU does not provide the re-
quested documentation, or cannot correct 
the concern, the Office of Credit Union Re-
sources and Expansion Director will deny the 
application and notify the credit union of its 
appeal rights. 

IV.I—NCUA INVESTIGATION OF POTENTIAL 
FIELD OF MEMBERSHIP VIOLATIONS 

NCUA’s Office of Credit Union Resources 
and Expansion is responsible for inves-
tigating field of membership complaints 
from the public, and matters referred to it 
from the field. It also pursues corrective ac-
tion as needed for FCUs with confirmed field 
of membership violations. Although cir-
cumstances can vary with each case, the Of-
fice of Credit Union Resources and Expan-
sion will generally adhere to the following 
process for investigating and addressing po-
tential field of membership violations: 

1. Initially correspond with management 
to outline concerns and request clarifying in-
formation within 60 days. the Office of Credit 
Union Resources and Expansion will also 
provide context as to the source of NCUA’s 
concerns, such as the discovery of new infor-
mation about a particular group or an exam-
ination finding brought to the attention of 
the Office of Credit Union Resources and Ex-
pansion; 

2. If the Office of Credit Union Resources 
and Expansion does not receive the requested 
information within 60 days, it will notify the 
FCU and again request the required informa-
tion be provided within 30 days; 

3. After receiving the additional docu-
mentation, if any concerns remain out-
standing, the Office of Credit Union Re-
sources and Expansion will again correspond 
with the FCU to provide a 60-day time frame 
for addressing the concern; and 

4. If the FCU is unable to correct the con-
cern, and after consultation with the Office 
of General Counsel and the appropriate Re-
gional Office or Office of National Examina-
tions and Supervision Director, and in ac-
cordance with agency guidelines for adminis-
trative actions, the Director of the Office of 
Credit Union Resources and Expansion will 
remove the group from the FCU’s field of 
membership pursuant to authority delegated 
by the NCUA Board. Removal of a group is 
treated the same as an initial denial under 
the Chartering Manual. In any adverse final 
determination on removal under the above 
delegations, the Office of Credit Union Re-
sources and Expansion will notify the FCU of 
its appeal rights. 

NCUA considers the removal of an associa-
tion from an FCU’s field of membership as an 
action of last resort. If a group is removed, 
the FCU can no longer add new members 

from the group, but can continue serving 
those who are already members of the FCU 
under the ‘‘once a member, always a mem-
ber’’ provision of the Federal Credit Union 
Act. Also, if the group subsequently qualifies 
due to changes to the group itself, manage-
ment can submit a new application at that 
time. 

IV.J—OTHER PERSONS ELIGIBLE FOR CREDIT 
UNION MEMBERSHIP 

A number of persons, by virtue of their 
close relationship to a common bond group, 
may be included, at the charter applicant’s 
option, in the field of membership. These in-
clude the following: 

• Spouses of persons who died while within 
the field of membership of this credit union; 

• Employees of this credit union; 
• Persons retired as pensioners or annu-

itants from the above employment; 
• Volunteers; 
• Members of the immediate family or 

household; 
• Honorably discharged veterans who 

served in any of the Armed Services of the 
United States in this charter; 

• Organizations of such persons; and 
• Corporate or other legal entities in this 

charter. 
Immediate family is defined as spouse, 

child, sibling, parent, grandparent, or grand-
child. This includes stepparents, step-
children, stepsiblings, and adoptive relation-
ships. 

Household is defined as persons living in 
the same residence maintaining a single eco-
nomic unit. 

Membership eligibility is extended only to 
individuals who are members of an ‘‘imme-
diate family or household’’ of a credit union 
member. It is not necessary for the primary 
member to join the credit union in order for 
the immediate family or household member 
of the primary member to join, provided the 
immediate family or household clause is in-
cluded in the field of membership. However, 
it is necessary for the immediate family 
member or household member to first join in 
order for that person’s immediate family 
member or household member to join the 
credit union. A credit union can adopt a 
more restrictive definition of immediate 
family or household. 

Volunteers, by virtue of their close rela-
tionship with a sponsor group, may be in-
cluded. Examples include volunteers working 
at a hospital or church. 

Under the Federal Credit Union Act, once 
a person becomes a member of the credit 
union, such person may remain a member of 
the credit union until the person chooses to 
withdraw or is expelled from the membership 
of the credit union. This is commonly re-
ferred to as ‘‘once a member, always a mem-
ber.’’ The ‘‘once a member, always a mem-
ber’’ provision does not prevent a credit 
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union from restricting services to members 
who are no longer within the field of mem-
bership 

V—COMMUNITY CHARTER REQUIREMENTS 

V.A.1—General 

There are two types of community char-
ters. One is based on a single, geographically 
well- defined local community or neighbor-
hood; the other is a rural district. More than 
one credit union may serve the same commu-
nity. 

NCUA recognizes four types of affinity on 
which both a community charter and a rural 
district can be based—persons who live in, 
worship in, attend school in, or work in the 
community or rural district. Businesses and 
other legal entities within the community 
boundaries or rural district may also qualify 
for membership. 

NCUA has established the following re-
quirements for community charters: 

• The geographic area’s boundaries must 
be clearly defined; and 

• The area is a well-defined local commu-
nity or a rural district. 

V.A.2—Definition of Well-Defined Local 
Community and Rural District 

In addition to the documentation require-
ments in Chapter 1 to charter a credit union, 
a community credit union applicant must 
provide additional documentation addressing 
the proposed area to be served and commu-
nity service policies, as well as the business 
plan requirements set forth in this Chapter. 
An applicant must meet all of these require-
ments to obtain NCUA approval. 

An applicant has the burden of dem-
onstrating to NCUA that the proposed com-
munity area meets the statutory require-
ments of being: (1) Well-defined, and (2) a 
local community or rural district. The appli-
cant also has the burden of demonstrating 
that with respect to the proposed commu-
nity, it has the capacity to provide financial 
services to low- and moderate-income areas 
of the community. The agency will reject 
any application that fails to establish the 
criteria set forth above. 

For an applicant seeking a community 
charter for a Statistical Area with multiple 
political jurisdictions with a population of 
2.5 million people or more, the Office of Cred-
it Union Resources and Expansion (CURE) 
shall: (1) Publish a notice in the FEDERAL 
REGISTER seeking comment from interested 
parties about the proposed community and 
(2) conduct a public hearing about this appli-
cation. 

‘‘Well-defined’’ means the proposed area 
has specific geographic boundaries. Geo-
graphic boundaries may include a city, town-
ship, county (single, multiple, or portions of 
a county) or a political equivalent, school 

districts, or a clearly identifiable neighbor-
hood. 

The well-defined local community require-
ment is met if: 

• Single Political Jurisdiction—the area to 
be served is a recognized Single Political Ju-
risdiction, i.e., a city, county, or their polit-
ical equivalent, or any single portion there-
of. 

• Statistical Area—A statistical area is all 
or an individual portion of a Combined Sta-
tistical Area (CSA) or a Core-Based Statis-
tical Area (CBSA) designated by the U.S. 
Census Bureau, including a Metropolitan 
Statistical Area. To meet the well-defined 
local community requirement, the CSA or 
CBSA or a portion thereof, must be contig-
uous and have a population of 2.5 million or 
less people. An individual portion of a statis-
tical area need not conform to internal 
boundaries within the area, such as metro-
politan division boundaries within a Core- 
Based Statistical Area. 

• Compelling Evidence of Common Inter-
ests or Interaction—In lieu of a statistical 
area as defined above, this option is avail-
able when a credit union seeks to initially 
charter a community credit union; to expand 
an existing community; or to convert to a 
community charter. Under this option, the 
credit union must demonstrate that the 
areas in question are contiguous and further 
demonstrate a sufficient level of common in-
terests or interaction among area residents 
to qualify the area as a local community. 
For that purpose, an applicant must submit 
for NCUA approval a narrative, supported by 
appropriate documentation, establishing 
that the area’s residents meet the require-
ments of a local community. 

To assist a credit union in developing its 
narrative, Appendix 6 of this Manual identi-
fies criteria a narrative should address, and 
which NCUA will consider in deciding a cred-
it union’s application to: Initially charter a 
community credit union; to expand an exist-
ing community, including by an adjacent 
area addition; or to convert to a community 
charter. In any case, the credit union must 
demonstrate, through its business and mar-
keting plans, its ability and commitment to 
serve the entire community for which it 
seeks NCUA approval. 

An area of any geographic size qualifies as 
a Rural District if: 

• The proposed district has well-defined, 
contiguous geographic boundaries; 

• The total population of the proposed dis-
trict does not exceed 1,000,000; 

• Either more than 50% of the proposed 
district’s population resides in census blocks 
or other geographic units that are des-
ignated as rural by either the Consumer Fi-
nancial Protection Bureau or the United 
States Census Bureau, OR the district has a 
population density of 100 persons or fewer 
per square mile; and 
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• The boundaries of the well-defined rural 
district do not exceed the outer boundaries 
of the states that are immediately contiguous 
to the state in which the credit union main-
tains its headquarters (i.e., not to exceed the 
outer perimeter of the layer of states imme-
diately surrounding the headquarters state). 

The common bond affinity groups that 
apply to well-defined local communities also 
apply to Rural Districts. 

The requirements in Chapter 2, Sections 
V.A.4 through V.G also apply to a credit 
union that serves a rural district. 

V.A.3—Previously Approved Communities 

If NCUA has determined that a specific ge-
ographic area is a well-defined local commu-
nity, then a new applicant need not reestab-
lish that fact as part of its application to 
serve the exact area. The new applicant 
must, however, note NCUA’s previous deter-
mination as part of its overall application. 
An applicant applying for an area that is not 
exactly the same as a previously approved 
well defined local community must comply 
with the current criteria in place for deter-
mining a well-defined local community. 

V.A.4—Business Plan Requirements for a 
Community Credit Union 

A community credit union is frequently 
more susceptible to competition from other 
local financial institutions and generally 
does not have substantial support from any 
single sponsoring company or association. As 
a result, a community credit union will often 
encounter financial and operational factors 
that differ from an occupational or 
associational charter. Its diverse member-
ship may require special marketing pro-
grams targeted to different segments of the 
community. For example, the lack of payroll 
deduction creates special challenges in the 
development and promotion of savings pro-
grams and in the collection of loans. Accord-
ingly, to support an application for a com-
munity charter, an applicant Federal credit 
union must develop a business plan incor-
porating the following data: 

• Pro forma financial statements for a 
minimum of 24 months after the proposed 
conversion, including the underlying as-
sumptions and rationale for projected mem-
ber, share, loan, and asset growth; 

• Anticipated financial impact on the cred-
it union, including the need for additional 
employees and fixed assets, and the associ-
ated costs; 

• A description of the current and proposed 
office/branch structure, including a general 
description of the location(s); parking avail-
ability, public transportation availability, 
drive-through service, lobby capacity, or any 
other service feature illustrating community 
access; 

• A marketing plan addressing how the 
community will be served for the 24-month 
period after the proposed conversion to a 
community charter, including detailing: 
How the credit union will implement its 
business plan; the unique needs of the var-
ious demographic groups in the proposed 
community; how the credit union will mar-
ket to each group, particularly underserved 
groups; which community-based organiza-
tions the credit union will target in its out-
reach efforts; the credit union’s marketing 
budget projections dedicating greater re-
sources to reaching new members; and the 
credit union’s timetable for implementation, 
not just a calendar of events; 

• Details, terms and conditions of the cred-
it union’s financial products, programs, and 
services to be provided to the entire commu-
nity; and 

• Maps showing the current and proposed 
service facilities, ATMs, political bound-
aries, major roads, and other pertinent infor-
mation. 

An existing Federal credit union may 
apply to convert to a community charter. 
Groups currently in the credit union’s field 
of membership, but outside the new commu-
nity credit union’s boundaries, may not be 
included in the new community charter. 
Therefore, the credit union must notify 
groups that will be removed from the field of 
membership as a result of the conversion. 
Members of record can continue to be served. 

Before approval of an application to con-
vert to a community credit union, NCUA 
must be satisfied that the credit union will 
be viable and capable of providing services to 
its members. 

Community credit unions will be expected 
to regularly review and to follow, to the full-
est extent economically possible, the mar-
keting and business plans submitted with 
their applications. Additionally, NCUA will 
follow-up with an FCU every year for three 
years after the FCU has been granted a new 
or expanded community charter, and at any 
other intervals NCUA believes appropriate, 
to determine if the FCU is satisfying the 
terms of its marketing and business plans. 

An FCU failing to satisfy those terms will 
be subject to supervisory action. As part of 
this review process, the regional office or Of-
fice of National Examinations and Super-
vision Director will report to the NCUA 
Board instances where an FCU is failing to 
satisfy the terms of its marketing and busi-
ness plan and indicate what supervisory ac-
tions the region or ONES intends to take. 

V.A.5—Community Boundaries 

The geographic boundaries of a community 
Federal credit union are the areas defined in 
its charter. The boundaries can usually be 
defined using political borders, streets, riv-
ers, railroad tracks, or other static geo-
graphical feature. 
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A community that is a recognized legal en-
tity may be stated in the field of member-
ship— for example, ‘‘Gus Township, Texas,’’ 
‘‘Isabella City, Georgia,’’ or ‘‘Fairfax Coun-
ty, Virginia.’’ 

A community that is an entire United 
States Census Bureau designated Core Based 
Statistical Area or Combined Statistical 
Area may be stated in the field of member-
ship—for example, ‘‘Fort Wayne, IN Metro-
politan Statistical Area,’’ ‘‘Albany, GA Met-
ropolitan Statistical Area,’’ or ‘‘Syracuse- 
Auburn, NY Combined Statistical Area.’’ 

V.A.6—Special Community Charters 

A community field of membership may in-
clude persons who work or attend school in 
a particular industrial park, shopping mall, 
office building or complex, or similar devel-
opment. The proposed field of membership 
must have clearly defined geographic bound-
aries. 

V.A.7—Ample Community Fields of Membership 

A community charter does not have to in-
clude all four affinities (i.e., live, work, wor-
ship, or attend school in a community). 
Some examples of community fields of mem-
bership are: 

• Persons who live, work, worship, or at-
tend school in, and businesses located in the 
area of Johnson City, Tennessee, bounded by 
Fern Street on the north, Long Street on the 
east, Fourth Street on the south, and Elm 
Avenue on the west; 

• Persons who live or work in Green Coun-
ty, Maine; 

• Persons who live, worship, work (or regu-
larly conduct business in), or attend school 
on the University of Dayton campus, in Day-
ton, Ohio; 

• Persons who work for businesses located 
in Clifton Country Mall, in Clifton Park, 
New York; 

• Persons who live, work, or worship in the 
Binghamton, New York, Core Based Statis-
tical Area, consisting of Broome and Tioga 
Counties, New York (a qualifying Core Based 
Statistical Area in its entirety); 

• Persons who live, work, worship, or at-
tend school in the portion of the Oklahoma 
City, OK Metropolitan Statistical Area that 
includes Canadian and Oklahoma counties, 
Oklahoma (two contiguous counties in a por-
tion of a qualifying Core Based Statistical 
Area that has seven counties in total); or 

• Persons who live, work, worship, or at-
tend school in Uinta County or Lincoln 
County, Wyoming, a rural district. 

Some examples of insufficiently defined 
local communities, neighborhoods, or rural 
districts are: 

• Persons who live or work within and 
businesses located within a ten-mile radius 
of Washington, DC (not a permitted commu-
nity); 

• Persons who live or work in the indus-
trial section of New York, New York. (not 
well- defined nor a permitted community); or 

• Persons who live or work in the greater 
Boston area. (not well-defined). 

Some examples of unacceptable local com-
munities, neighborhoods, or rural districts 
are: 

• Persons who live or work in the State of 
California. (not a permitted community). 
Persons who live in the first congressional 
district of Florida. (not a permitted commu-
nity). 

V.A.8—Community Selection Requirements and 
Review 

The NCUA will not approve an application 
for a community charter consisting of all or 
a portion of a CSA or a CBSA, including an 
initial application, amendment, or expan-
sion, unless the applicant demonstrates in 
its business and marketing plan that (1) the 
credit union will serve a community that is 
contiguous and (2) the credit union will pro-
vide financial services to low- and moderate- 
income and underserved people, and that the 
credit union has not selected its service area 
in order to exclude low- and moderate-in-
come and underserved people or to engage in 
illegal discrimination. Upon receipt of this 
material, the NCUA will evaluate the busi-
ness and marketing plan to ensure that low- 
and moderate-income and underserved peo-
ple will be served and that the credit union 
has not selected the service area in order to 
exclude such people or to engage in illegal 
discrimination. This requirement is in addi-
tion to the requirement to document in the 
business and marketing plan the realistic as-
sumptions that support the credit union’s vi-
ability and its plan to serve its entire FOM. 

The NCUA may conduct such further in-
quiry or evaluation as it deems appropriate, 
as authorized by 12 U.S.C. 1754 and consistent 
with the principles of this Manual, other fed-
eral laws, and public policy. If the NCUA de-
termines that the credit union’s submission 
is inaccurate or unsupported, it may deny 
that application on those grounds, regardless 
of whether the application satisfies the other 
criteria for initial chartering, amendment, 
or expansion. 

V.B—FIELD OF MEMBERSHIP AMENDMENTS 

A community credit union may amend its 
field of membership by adding additional af-
finities or removing exclusionary clauses. 
This can be accomplished with a house-
keeping amendment. 

A community credit union also may ex-
pand its geographic boundaries. Persons who 
live, work, worship, or attend school within 
the proposed well-defined local community, 
neighborhood or rural district must have 
common interests and/or interact. The credit 
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union must follow the requirements of Sec-
tion V.A.4 and Section V.A.8 of this chapter. 

A community credit union that is based on 
a Single Political Jurisdiction, a Statistical 
Area (e.g., Core Based Statistical Area or 
Combined Statistical Area) or a rural dis-
trict may expand its geographic boundaries 
to add a bordering area, provided the area is 
well defined and the credit union dem-
onstrates that persons who live, work, wor-
ship, or attend school within the proposed 
expanded community (i.e., on both sides of 
the boundary separating the existing com-
munity and the bordering area) have com-
mon interests and/or interact. Such a credit 
union applying to expand its geographic 
boundaries to add a bordering area must fol-
low a streamlined version of the business 
plan requirements of Section V.A.4 of this 
chapter and the expanded community would 
be subject to the corresponding population 
limit—2.5 million in the case of a Single Po-
litical Jurisdiction, or a Statistical Area and 
1 million in the case of a rural district. The 
streamlined business plan requirements for 
adding a bordering area are: 

• Anticipated marginal financial impact 
on the credit union of adding the proposed 
bordering area, including the need for addi-
tional employees and fixed assets, and the 
associated costs; 

• A description of the current and, if appli-
cable, proposed office/branch structure spe-
cific to serving the proposed bordering area; 

• A marketing plan addressing how the 
new community will be served for the 24- 
month period after the proposed expansion of 
a community charter, including detailing 
how the credit union will address the unique 
needs of any demographic groups in the pro-
posed bordering community not presently 
served by the credit union and how the cred-
it union will market to any new groups; and 

• Details, terms and conditions of any new 
financial products, programs, and services to 
be introduced as part of this expansion. 

V.C—NCUA PROCEDURES FOR AMENDING THE 
FIELD OF MEMBERSHIP 

V.C.1—General 

All requests for approval to amend a com-
munity credit union’s charter must be sub-
mitted to the Office of Credit Union Re-
sources and Expansion Director. If a decision 
cannot be made within a reasonable period of 
time, the Office of Credit Union Resources 
and Expansion Director will notify the credit 
union. 

V.C.2—NCUA’s Decision 

The financial and operational condition of 
the requesting credit union will be consid-
ered in every instance. The economic advis-
ability of expanding the field of membership 
of a credit union with financial or oper-

ational problems must be carefully consid-
ered. 

In most cases, field of membership amend-
ments will only be approved for credit unions 
that are operating satisfactorily. Generally, 
if a federal credit union is having difficulty 
providing service to its current membership, 
or is experiencing financial or other oper-
ational problems, it may have more dif-
ficulty serving an expanded field of member-
ship. 

Occasionally, however, an expanded field of 
membership may provide the basis for re-
versing current financial problems. In such 
cases, an amendment to expand the field of 
membership may be granted notwith-
standing the credit union’s financial or oper-
ational problems. The applicant credit union 
must clearly establish that the expanded 
field of membership is in the best interest of 
the members and will not increase the risk 
to the NCUSIF. 

V.C.3—NCUA Approval 

If the requested amendment is approved by 
NCUA, the credit union will be issued an 
amendment to Section 5 of its charter. 

V.C.4—NCUA Disapproval 

When NCUA disapproves any application to 
amend the field of membership, in whole or 
in part, under this chapter, the applicant 
will be informed in writing of the: 

• Specific reasons for the action; 
• If appropriate, options or suggestions 

that could be considered for gaining ap-
proval; and 

• Appeal procedures. 

V.C.5—Appeal of Office of Credit Union 
Resources and Expansion Director Decision 

If the Office of Credit Union Resources and 
Expansion Director denies a field of member-
ship expansion request, merger, or spin-off, 
that decision may be appealed to the NCUA 
Board in accordance with the procedures set 
forth in subpart B to part 746 of this chapter. 

Before appealing, the credit union may, 
within 30 days of the denial, provide supple-
mental information to the Office of Credit 
Union Resources and Expansion Director for 
reconsideration. A request for reconsider-
ation should contain new and material evi-
dence addressing the reasons for the initial 
denial or explain extenuating circumstances 
that precluded the inclusion of existing ma-
terial evidence or information that should 
have been filed with the request for reconsid-
eration. The Office of Credit Union Re-
sources and Expansion Director will have 30 
days from the date of the receipt of the re-
quest for reconsideration to make a final de-
cision. If the request is again denied, the ap-
plicant may proceed with the appeal process 
within 60 days of the date of the last denial. 
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A petitioner may seek a second reconsider-
ation based on new material evidence or in-
formation or extenuating circumstances that 
precluded the inclusion of such information 
in the previous request. 

V.D—MERGERS, PURCHASE AND ASSUMPTIONS, 
AND SPIN-OFFS 

There are three additional ways a commu-
nity federal credit union can expand its field 
of membership: 

• By taking in the field of membership of 
another credit union through a merger; 

• By taking in the field of membership 
through a purchase and assumption (P&A); 
or 

• By taking a portion of another credit 
union’s field of membership through a spin- 
off. 

V.D.1—Mergers 

Generally, the requirements applicable to 
field of membership expansions apply to 
mergers where the continuing credit union is 
a community federal charter. 

Where both credit unions are community 
charters, the continuing credit union must 
meet the criteria for expanding the commu-
nity boundaries. A community credit union 
cannot merge into a single occupational/ 
associational, or multiple common bond 
credit union, except in an emergency merger. 
However, a single occupational or 
associational, or multiple common bond 
credit union can merge into a community 
charter as long as the merging credit union 
has a service facility within the community 
boundaries or a majority of the merging 
credit union’s field of membership would 
qualify for membership in the community 
charter. While a community charter may 
take in an occupational, associational, or 
multiple common bond credit union in a 
merger, it will remain a community charter. 

Groups within the merging credit union’s 
field of membership located outside of the 
community boundaries may not continue to 
be served. The merging credit union must 
notify groups that will be removed from the 
field of membership as a result of the merg-
er. However, the credit union may continue 
to serve members of record. 

Where a state-chartered credit union is 
merging into a community federal credit 
union, the continuing federal credit union’s 
field of membership will be worded in accord-
ance with NCUA policy. Any subsequent field 
of membership expansions must comply with 
applicable amendment procedures. 

Mergers must be approved by the NCUA re-
gional director or Office of National Exami-
nations and Supervision Director where the 
continuing credit union is headquartered, 
with the concurrence of the regional director 
or Office of National Examinations and Su-
pervision Director of the merging credit 

union, and, as applicable, the state regu-
lators. 

V.D.2—Emergency Mergers 

An emergency merger may be approved by 
NCUA without regard to common bond or 
other legal constraints. An emergency merg-
er involves NCUA’s direct intervention and 
approval. The credit union to be merged 
must either be insolvent or in danger of in-
solvency, as defined in the Glossary, and 
NCUA must determine that: 

• An emergency requiring expeditious ac-
tion exists; 

• Other alternatives are not reasonably 
available; and 

• The public interest would best be served 
by approving the merger. 

If not corrected, conditions that could lead 
to insolvency include, but are not limited to: 

• Abandonment by management; 
• Loss of sponsor; 
• Serious and persistent record-keeping 

problems; or 
• Serious and persistent operational con-

cerns. 
In an emergency merger situation, NCUA 

will take an active role in finding a suitable 
merger partner (continuing credit union). 
NCUA is primarily concerned that the con-
tinuing credit union has the financial 
strength and management expertise to ab-
sorb the troubled credit union without ad-
versely affecting its own financial condition 
and stability. 

As a stipulated condition to an emergency 
merger, the field of membership of the merg-
ing credit union may be transferred intact to 
the continuing federal credit union without 
regard to any field of membership restric-
tions, including the service facility require-
ment. Under this authority, a federal credit 
union may take in any dissimilar field of 
membership. 

Even though the merging credit union is a 
single common bond credit union or multiple 
common bond credit union or community 
credit union, the continuing credit union 
will remain a community charter. Future 
community expansions will be based on the 
continuing credit union’s original commu-
nity area. 

Emergency mergers involving federally in-
sured credit unions in different NCUA re-
gions must be approved by the regional di-
rector or Office of National Examinations 
and Supervision Director where the con-
tinuing credit union is headquartered, with 
the concurrence of the regional director or 
Office of National Examinations and Super-
vision Director of the merging credit union 
and, as applicable, the state regulators. 

V.D.3—Purchase and Assumption (P&A) 

Another alternative for acquiring the field 
of membership of a failing credit union is 
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through a consolidation known as a P&A. 
Generally, the requirements applicable to 
community expansions found in this chapter 
apply to purchase and assumptions where 
the purchasing credit union is a federal char-
ter. 

A P&A has limited application because, in 
most instances, the failing credit union must 
be placed into involuntary liquidation. How-
ever, in the few instances where a P&A may 
occur, the assuming federal credit union, as 
with emergency mergers, may acquire the 
entire field of membership if the emergency 
criteria are satisfied. 

In a P&A processed under the emergency 
criteria, specified loans, shares, and certain 
other designated assets and liabilities may 
also be acquired without regard to field of 
membership restrictions and without chang-
ing the character of the continuing federal 
credit union for purposes of future field of 
membership amendments. 

If the P&A does not meet the emergency 
criteria, then only members of record can be 
obtained unless they otherwise qualify for 
membership in the community charter. 

P&As involving federally insured credit 
unions in different NCUA regions must be 
approved by the regional director or Office of 
National Examinations and Supervision Di-
rector where the continuing credit union is 
headquartered, with the concurrence of the 
regional director or Office of National Ex-
aminations and Supervision Director of the 
purchased and/or assumed credit union and, 
as applicable, the state regulators. 

V.D.4—Spin-Offs 

A spin-off occurs when, by agreement of 
the parties, a portion of the field of member-
ship, assets, liabilities, shares, and capital of 
a credit union are transferred to a new or ex-
isting credit union. A spin-off is unique in 
that usually one credit union has a field of 
membership expansion and the other loses a 
portion of its field of membership. 

All field of membership requirements 
apply regardless of whether the spun-off 
group goes to a new or existing federal char-
ter. 

The request for approval of a spin-off must 
be supported with a plan that addresses, at a 
minimum: 

• Why the spin-off is being requested; 
• What part of the field of membership is 

to be spun off; 
• Whether the field of membership require-

ments are met; 
• Which assets, liabilities, shares, and cap-

ital are to be transferred; 
• The financial impact the spin-off will 

have on the affected credit unions; 
• The ability of the acquiring credit union 

to effectively serve the new members; 
• The proposed spin-off date; and 
• Disclosure to the members of the require-

ments set forth above. 

The spin-off request must also include cur-
rent financial statements from the affected 
credit unions and the proposed voting ballot. 

For federal credit unions spinning off a 
portion of the community, membership no-
tice and voting requirements and procedures 
are the same as for mergers (see part 708 of 
the NCUA Rules and Regulations), except 
that only the members directly affected by 
the spin-off—those whose shares are to be 
transferred—are permitted to vote. Members 
whose shares are not being transferred will 
not be afforded the opportunity to vote. All 
members of the group to be spun off (whether 
they voted in favor, against, or not at all) 
will be transferred if the spin-off is approved 
by the voting membership. Voting require-
ments for federally insured state credit 
unions are governed by state law. 

V.E—OVERLAPS 

V.E.1—General 

Generally, an overlap exists when a group 
of persons is eligible for membership in two 
or more credit unions. NCUA will permit 
community credit unions to overlap any 
other charters without performing an over-
lap analysis. 

V.E.2—Exclusionary Clauses 

An exclusionary clause is a limitation pre-
cluding the credit union from serving the 
primary members of a portion of a group or 
community otherwise included in its field of 
membership. 

NCUA no longer grants exclusionary 
clauses. Those granted prior to the adoption 
of this new Chartering and Field of Member-
ship Manual will remain in effect unless the 
credit unions agree to remove them or one of 
the affected credit unions submits a house-
keeping amendment to have it removed. 

V.F—CHARTER CONVERSIONS 

A community federal credit union may 
convert to a single occupational or 
associational, or multiple common bond 
credit union. The converting credit union 
must meet all occupational, associational, 
and multiple common bond requirements, as 
applicable. The converting credit union may 
continue to serve members of record of the 
prior field of membership as of the date of 
the conversion, and any groups or commu-
nities obtained in an emergency merger or 
P&A. A change to the credit union’s field of 
membership and designated common bond 
will be necessary. 

A community credit union may convert to 
serve a new geographical area provided the 
field of membership requirements of V.A.3 of 
this chapter are met. Members of record of 
the original community can continue to be 
served. 
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V.G—OTHER PERSONS WITH A RELATIONSHIP 
TO THE COMMUNITY 

A number of persons who have a close rela-
tionship to the community may be included, 
at the charter applicant’s option, in the field 
of membership. These include the following: 

• Spouses of persons who died while within 
the field of membership of this credit union; 

• Employees of this credit union; 
• Volunteers in the community; 
• Members of the immediate family or 

household; and 
• Organizations of such persons 
Immediate family is defined as spouse, 

child, sibling, parent, grandparent, or grand-
child. This includes stepparents, step-
children, stepsiblings, and adoptive relation-
ships. 

Household is defined as persons living in 
the same residence maintaining a single eco-
nomic unit. 

Membership eligibility is extended only to 
individuals who are members of an ‘‘imme-
diate family or household’’ of a credit union 
member. It is not necessary for the primary 
member to join the credit union in order for 
the immediate family or household member 
of the primary member to join, provided the 
immediate family or household clause is in-
cluded in the field of membership. However, 
it is necessary for the immediate family 
member or household member to first join in 
order for that person’s immediate family 
member or household member to join the 
credit union. A credit union can adopt a 
more restrictive definition of immediate 
family or household. 

Under the Federal Credit Union Act, once 
a person becomes a member of the credit 
union, such person may remain a member of 
the credit union until the person chooses to 
withdraw or is expelled from the membership 
of the credit union. This is commonly re-
ferred to as ‘‘once a member, always a mem-
ber.’’ The ‘‘once a member, always a mem-
ber’’ provision does not prevent a credit 
union from restricting services to members 
who are no longer within the field of mem-
bership. 

CHAPTER 3—LOW-INCOME CREDIT UNIONS AND 
CREDIT UNIONS SERVING UNDERSERVED AREAS 

I—INTRODUCTION 

One of the primary reasons for the creation 
of federal credit unions is to make credit 
available to people of modest means for 
provident and productive purposes. To help 
NCUA fulfill this mission, the agency has es-
tablished special operational policies for fed-
eral credit unions that serve low-income 
groups and underserved areas. The policies 
provide a greater degree of flexibility that 
will enhance and invigorate capital infusion 
into low-income groups, low-income commu-
nities, and underserved areas. These unique 

policies are necessary to provide credit 
unions serving low-income groups with fi-
nancial stability and potential for controlled 
growth and to encourage the formation of 
new charters as well as the delivery of credit 
union services in low-income communities. 

II—LOW-INCOME CREDIT UNION 

II.A—Defined 

A credit union serving predominantly low- 
income members may be designated as a low- 
income credit union. Section 701.34 of 
NCUA’s Rules and Regulations defines the 
term ‘‘low- income members’’ as those mem-
bers: 

• Who make less than 80 percent of the av-
erage for all wage earners as established by 
the Bureau of Labor Statistics; or 

• Whose median family income falls at or 
below 80 percent of the median family in-
come for the nation as established by the 
Census Bureau. 

The term ‘‘low-income members’’ also in-
cludes members who are full-time or part- 
time students in a college, university, high 
school, or vocational school. 

To obtain a low-income designation from 
NCUA, an existing credit union must estab-
lish that a majority of its members meet the 
low-income definition. An existing commu-
nity credit union that serves a geographic 
area where a majority of residents meet the 
annual income standard is presumed to be 
serving predominantly low-income members. 
A low-income designation for a new credit 
union charter may be based on a majority of 
the potential membership. 

II.B—Special Programs 

A credit union with a low-income designa-
tion has greater flexibility in accepting non-
member deposits insured by the NCUSIF, are 
exempt from the aggregate loan limit on 
business loans, and may offer secondary cap-
ital accounts to strengthen its capital base. 
It also may participate in special funding 
programs such as the Community Develop-
ment Revolving Loan Program for Credit 
Unions (CDRLP) if it is involved in the stim-
ulation of economic development and com-
munity revitalization efforts. 

The CDRLP provides both loans and grants 
for technical assistance to low-income credit 
unions. The requirements for participation 
in the revolving loan program are in part 705 
of the NCUA Rules and Regulations. Only op-
erating credit unions are eligible for partici-
pation in this program. 

II.C—Low-Income Documentation 

A federal credit union charter applicant or 
existing credit union wishing to receive a 
low- income designation should forward a 
separate request for the designation to the 
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Office of Credit Union Resources and Expan-
sion Director, along with appropriate docu-
mentation supporting the request. 

For community charter applicants, the 
supporting material should include the me-
dian family income or annual wage figures 
for the community to be served. If this infor-
mation is unavailable, the applicant should 
identify the individual zip codes or census 
tracts that comprise the community and 
NCUA will assist in obtaining the necessary 
demographic data. 

Similarly, if single occupational or 
associational or multiple common bond 
charter applicants cannot supply income 
data on its potential members, they should 
provide the Office of Credit Union Resources 
and Expansion Director with a list which in-
cludes the number of potential members, 
sorted by their residential zip codes, and 
NCUA will assist in obtaining the necessary 
demographic data. 

An existing credit union can perform a 
loan or membership survey to determine if 
the credit union is primarily serving low-in-
come members. 

II.D—Third-Party Assistance 

A low-income federal credit union charter 
applicant may contract with a third party to 
assist in the chartering and low-income des-
ignation process. If the charter is granted, a 
low-income credit union may contract with a 
third party to provide necessary manage-
ment services. Such contracts should not ex-
ceed the duration of one year subject to re-
newal. 

II.E—Special Rules for Low-Income Federal 
Credit Unions 

In recognition of the unique efforts needed 
to help make credit union service available 
to low-income groups, NCUA has adopted 
special rules that pertain to low-income 
credit union charters, as well as field of 
membership additions for low-income credit 
unions. These special rules provide addi-
tional latitude to enable underserved, low- 
income individuals to gain access to credit 
union service. 

NCUA permits credit union chartering and 
field of membership amendments based on 
associational groups formed for the sole pur-
pose of making credit union service available 
to low- income persons. The association 
must be defined so that all of its members 
will meet the low- income definition of Sec-
tion 701.34 of the NCUA Rules and Regula-
tions. Any multiple common bond credit 
union can add low-income associations to 
their fields of membership. 

A low-income designated community fed-
eral credit union has additional latitude in 
serving persons who are affiliated with the 
community. In addition to serving members 
who live, work, worship, or attend school in 

the community, a low-income community 
federal credit union may also serve persons 
who participate in programs to alleviate 
poverty or distress, or who participate in as-
sociations headquartered in the community. 

Examples of a low-income designated com-
munity and an associational-based low-in-
come federal credit union are as follows: 

• Persons who live in [the target area]; 
persons who work, worship, attend school, or 
participate in associations headquartered in 
[the target area]; persons participating in 
programs to alleviate poverty or distress 
which are located in [the target area]; incor-
porated and unincorporated organizations lo-
cated in [the target area] or maintaining a 
facility in [the target area]; and organiza-
tions of such persons. 

• Members of the Canarsie Economic As-
sistance League, in Brooklyn, NY, an asso-
ciation whose members all meet the low-in-
come definition of Section 701.34 of the 
NCUA Rules and Regulations. 

III—SERVICE TO UNDERSERVED COMMUNITIES 

III.A—General 

A multiple common bond federal credit 
union may include in its field of member-
ship, without regard to location, an ‘‘under-
served area’’ as defined by the Federal Credit 
Union Act. 12 U.S.C. 1759(c)(2). 

The addition of an ‘‘underserved area’’ will 
not change the charter type of the multiple 
common bond federal credit union. More 
than one multiple common-bond federal 
credit union can serve the same ‘‘under-
served area,’’ provided each credit union is 
approved as provided below. 

By adding an ‘‘underserved area,’’ a mul-
tiple common bond federal credit union does 
not become eligible to receive the benefits 
afforded to low-income designated credit 
unions, such as expanded use of nonmember 
deposits and access to the Community Devel-
opment Revolving Loan Program for Credit 
Unions. 

III.B—‘‘Underserved Area’’ Defined 

The Federal Credit Union Act defines an 
‘‘underserved area’’ as (1) a ‘‘local commu-
nity, neighborhood, or rural district’’ that 
(2) meets the definition of an ‘‘investment 
area’’ under section 103(16) of the Commu-
nity Development Banking and Financial In-
stitutions Act of 1994 (‘‘CDFI’’), 12 U.S.C. 
4702(16), and (3) is ‘‘underserved by other de-
pository institutions’’ based on data of the 
NCUA Board and the federal banking agen-
cies. 

III.B.1—Local Community 

To be eligible for approval as ‘‘under-
served,’’ a proposed area must be a well-de-
fined local community, neighborhood, or 
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rural district as defined in Chapter 2, sec-
tions V.A.1. and V.A.2. of this Manual. 

III.B.2—Investment Area 

To be approved as an ‘‘underserved area,’’ 
the proposed area must meet the CDFI defi-
nition of an ‘‘investment area.’’ Id. § 4702(16). 
A proposed area that, at the time the credit 
union applies, is designated in its entirety as 
an Empowerment Zone or Enterprise Com-
munity (id. § 1391) automatically qualifies as 
an ‘‘investment area’’; no further criteria of 
an ‘‘investment area’’ must be met. Id. 
§ 4702(16)(B). A proposed area that is not des-
ignated as such must qualify as an ‘‘invest-
ment area’’ under ‘‘the objective criteria of 
economic distress’’ developed by the CDFI 
Fund (‘‘distress criteria’’) based on current 
decennial U.S. Census data, and also must 
have ‘‘significant unmet needs’’ for loans and 
financial services that credit unions are au-
thorized to offer to their members. Id. 
§ 4702(16)(A). 

III.B.2.a—Economic Distress Criteria 

Geographic Unit(s) By Proposed Area’s Loca-
tion. The location of a proposed ‘‘underserved 
area’’ either within or outside of a Metro-
politan Statistical Area corresponding to the 
most recent completed decennial census pub-
lished by the U.S. Bureau of the Census 
(‘‘decennial Census’’) determines the geo-
graphic unit(s) that apply to determine 
whether the area meets the distress criteria. 

Within a Metropolitan Statistical Area. For a 
proposed area located, in whole or in part, 
within a Metropolitan Statistical Area, the 
permissible geographic units (‘‘Metro units’’) 
for implementing the economic distress cri-
teria are: (i) A census tract; (ii) a block 
group; and (iii) an American Indian or Alas-
kan Native area. 12 CFR 1805.201(b)(3)(ii)(B) 
(2008). For ease of implementation, it is ad-
visable to use a census tract as the proposed 
area’s Metro unit. 

Outside a Metropolitan Statistical Area. For a 
proposed area that is located entirely out-
side a Metropolitan Statistical Area, the per-
missible units (‘‘Non-Metro units’’) for im-
plementing the economic distress criteria 
are: (i) A county or equivalent area; (ii) a 
minor civil division that is a unit of local 
government; (iii) an incorporated place; (iv) 
a census tract; (v) a block numbering area; 
(vi) a block group; and (vii) an American In-
dian or Alaskan Native area. Id. For ease of 
implementation, it is advisable to use either 
a census tract or county, as the case may be, 
as the proposed area’s Non-Metro unit. 

Proposed Area Consisting of a Single Metro 
Unit. A proposed area consisting of a single 
whole Metro unit (e.g., a single census tract 
located within a Metropolitan Statistical 
Area) must meet one of the following dis-
tress criteria, as reported by the most recent 
decennial Census: 

• Unemployment. The proposed area’s un-
employment rate is at least 1.5 times the na-
tional average; or 

• Poverty. At least 20 percent (20%) of the 
proposed area’s population lives in poverty; 
or 

• Median Family Income. The proposed 
area’s Median Family Income (‘‘MFI’’) is at 
or below 80 percent (80%) of either the MFI 
of the corresponding Metropolitan Statis-
tical Area, or of the national MFI for Metro 
Areas, whichever is greater; or 

• Other Criterion. Any other economic dis-
tress criterion the CDFI Fund may adopt in 
the future. 

Id. § 1805.201(b)(3)(ii)(D)(1), (2)(i) and (3) 
(2008). 

Proposed Area Consisting of a Single Non- 
Metro Unit. A proposed area consisting of a 
single whole Non-Metro unit (e.g., a single 
county located outside a Metropolitan Sta-
tistical Area) must meet one of the following 
distress criteria, as reported by the most re-
cent decennial Census: 

• Unemployment. The proposed area’s un-
employment rate is at least 1.5 times the na-
tional average; or 

• Poverty. At least 20 percent (20%) of the 
proposed area’s population lives in poverty; 
or 

• Median Family Income. The proposed 
area’s MFI is at or below 80 percent (80%) of 
either the corresponding state’s Non-Metro 
MFI or the national MFI for Non-Metro 
Areas, whichever is greater; or 

• Other Criterion. Any other economic dis-
tress criterion the CDFI Fund may adopt in 
the future. 

• 
Id. § 1805.201(b)(3)(ii)(D)(1), (2)(ii) and (3) 

(2008). Alternatively, a proposed area con-
sisting of a single Non-Metro county (located 
outside a Metropolitan Statistical Area) 
may instead meet either of the following two 
criteria, as reported by the decennial Census: 

• County Population Loss. County’s popu-
lation loss of at least 10 percent (10%) be-
tween the most recent and the preceding de-
cennial Census; or 

• County Migration Loss. County’s net mi-
gration loss of at least 5 percent (5%) in the 
5- year period preceding the most recent de-
cennial Census. 

Id. § 1805.201(b)(3)(ii)(D)(4)–(5) (2008). 
Proposed Area Consisting of Multiple Contig-

uous Units. When a proposed area consists of 
either multiple contiguous Metro units (e.g., 
a group of adjoining census tracts) or mul-
tiple contiguous Non-Metro units (e.g., a 
group of adjoining counties), a population 
threshold applies when implementing the 
economic distress criteria. At least 85 per-
cent (85%) of the area’s total population 
must reside within the units that are ‘‘dis-
tressed,’’ i.e., that meet one of the applicable 
economic distress criteria above, as reported 
by the decennial Census (Unemployment, 
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Poverty and MFI for census tracts plus, for 
counties only, Population Loss and Migra-
tion Loss); the balance of the area’s popu-
lation may reside in the non-‘‘distressed’’ 
tract(s). The population threshold is met, 
and the whole proposed area qualifies as 
‘‘distressed,’’ when the ‘‘distressed’’ units 
represent at least 85 percent of the area’s 
total population. 

III.B.2.b—Proposed Area’s ‘‘Significant 
Unmet Needs’’ 

A proposed area that is ‘‘distressed’’ also 
must display ‘‘significant unmet needs’’ for 
loans or for one or more of the financial 
services credit unions are authorized to 
offer. To meet this criterion, the credit 
union must include within its Business Plan 
a section, one page in length, entitled ‘‘Sig-
nificant Unmet Needs for Credit Union Serv-
ices’’ (‘‘SUN section’’) that establishes the 
existence of such unmet needs by identifying 
the credit and depository needs of the com-
munity and detailing how the credit union 
plans to serve those needs. The credit union 
may choose which among the following 
‘‘credit and depository needs’’ to address in 
the SUN section: loans, share draft accounts, 
savings accounts, check cashing, money or-
ders, certified checks, automated teller ma-
chines, deposit taking, safe deposit box serv-
ices, and similar services. The existence of 
each ‘‘credit and depository need’’ the credit 
union identifies and plans to serve must be 
supported by objective reasons and/or accom-
panying documentation derived from an 
identified, authoritative source of the credit 
union’s choice. Third-party documentation 
generally is the most compelling. 

III.B.3—Underserved by Other Depository 
Institutions 

A proposed area that meets the CDFI defi-
nition of an ‘‘investment area’’ (i.e., is ‘‘dis-
tressed’’ and has ‘‘significant unmet needs’’) 
must also be underserved by other insured 
depository institutions, including credit 
unions. 12 U.S.C. 1759(c)(2)(A)(ii). This statu-
tory criterion is met when the concentration 
of depository institution facilities among 
the population of the proposed area’s non- 
‘‘distressed’’ tracts—which sets a benchmark 
level of adequate service—is greater than the 
concentration of facilities among the popu-
lation of all of the proposed area’s census 
tracts combined. This establishes the area’s 
concentration of facilities ratio. If there are 
no non- ‘‘distressed’’ tracts within a pro-
posed area, a non-‘‘distressed’’ census tract 
or larger geographic unit (e.g., city or coun-
ty) of the credit union’s choice that adjoins 
the proposed area may be used to set the 
benchmark concentration ratio. 

Without regard to a proposed area’s loca-
tion within or outside a Metropolitan Statis-
tical Area, this criterion compares two ra-

tios: the ratio of facilities to the population 
of the non- ‘‘distressed’’ tracts (the bench-
mark) versus the same facilities-to-popu-
lation ratio among all the tracts of the pro-
posed area as a whole. If the benchmark 
ratio is greater than the ratio for the whole 
area, then the area is ‘‘underserved by other 
depository institutions,’’ and vice versa. 

When, as the result of an initial Concentra-
tion of Facilities ratio calculation, a pro-
posed area does not qualify as ‘‘underserved 
by other depository institutions,’’ NCUA will 
exclude non- depository banks (e.g., trust 
companies) and non-community credit 
unions (i.e., those institutions unable to 
serve the general public) from the computa-
tion. For the purposes of this analysis, a 
multiple common bond credit union already 
serving the area as an underserved area is 
considered able to serve the general public 
and thus would not be excluded. With both of 
these exclusions, NCUA will recalculate the 
concentration of facilities ratio to determine 
whether, as a result, the proposed area quali-
fies as ‘‘underserved by other depository in-
stitutions.’’ 

As one alternative to the concentration of 
facilities ratio, a proposed area will qualify 
as ‘‘underserved by other depository institu-
tions’’ if it is designated an ‘‘underserved 
county’’ by NCUA based on data produced by 
the Consumer Financial Protection Bureau 
(available at: http://www.consumerfinance.gov/ 
guidance /#ruralunderserved). NCUA will 
make its list of ‘‘underserved counties’’ 
available on its Web site. 

As another alternative to the concentra-
tion of facilities ratio, a proposed area will 
qualify as ‘‘underserved by other depository 
institutions’’ if the credit seeking to serve 
it, using a metric of its own choosing, pro-
vided that it is based on NCUA or other Fed-
eral banking agency data, that establishes to 
NCUA that the proposed area is ‘‘under-
served by other depository institutions.’’ 

III.C—NCUA Approval 

If NCUA approves the request to add an 
‘‘underserved area,’’ the credit union will be 
issued an amendment to Section 5 of its 
charter. 

III.D—Approval to Serve an Already Approved 
‘‘Underserved Area’’ 

Once a credit union is initially approved to 
serve an ‘‘underserved area,’’ other credit 
unions that subsequently apply may be ap-
proved to serve the same area. To be ap-
proved, the area must qualify as ‘‘under-
served’’ at the time the new applicant ap-
plies. An applicant must demonstrate that 
the area continues to be ‘‘distressed’’, as pro-
vided above, only if a new decennial Census 
has been published since the date the area 
was last approved. In any case, the applicant 
must demonstrate that the area still has 
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‘‘significant unmet needs’’ for loans or credit 
union services (to qualify as an ‘‘investment 
area’’), and remains ‘‘underserved by other 
depository institutions’’ (to qualify as ‘‘un-
derserved’’). 

III.E—Business Plan 

A federal credit union that desires to in-
clude an underserved community in its field 
of membership must first develop, and sub-
mit for approval, a business plan specifying 
how it will serve the community. In addi-
tion, the business plan must include a SUN 
section as provided in section III.B.2.b. 
above. The credit union will be expected to 
regularly review the business plan to deter-
mine if the community is being adequately 
served. The Office of Credit Union Resources 
and Expansion Director may require periodic 
service status reports from a credit union 
about the ‘‘underserved area’’ to ensure that 
the needs of the community are being met, 
and must require such reports before NCUA 
allows a multiple common bond federal cred-
it union to add an additional ‘‘underserved 
area.’’ 

III.F—Service Facility 

Once an ‘‘underserved area’’ has been 
added to a federal credit union’s field of 
membership, the credit union must establish 
within two years, and maintain, an office or 
service facility in the community. A service 
facility is defined as a place where shares are 
accepted for members’ accounts, loan appli-
cations are accepted and loans are disbursed. 
By definition, a service facility includes a 
credit union-owned branch, a shared branch, 
a mobile branch, or an office operated on a 
regularly scheduled weekly basis or a credit 
union owned electronic facility that meets, 
at a minimum, the above requirements. This 
definition does not include an ATM or the 
credit union’s Internet Web site. 

IV—APPEAL PROCEDURES FOR DENIAL OF 
UNDERSERVED AREA 

IV.A—NCUA Disapproval 

When NCUA disapproves any application to 
add an ‘‘underserved area’’ in whole or in 
part, under this chapter, the applicant will 
be informed in writing of the: 

• Specific reasons for the action; 
• Options to consider, if appropriate, for 

gaining approval; and 
• Appeal procedures. 

IV.B—Appeal of Office of Credit Union 
Resources and Expansion Director Decision 

If the Office of Credit Union Resources and 
Expansion Director denies an ‘‘underserved 
area’’ request, the Federal credit union may 
appeal that decision to the NCUA Board in 
accordance with the procedures set forth in 
subpart B to part 746 of this chapter. 

Before appealing, the credit union may, 
within 30 days of the denial, provide supple-
mental information to the Office of Credit 
Union Resources and Expansion Director for 
reconsideration. A request for reconsider-
ation should contain new and material evi-
dence addressing the reasons for the initial 
denial or explain extenuating circumstances 
that precluded the inclusion of existing ma-
terial evidence or information that should 
have been filed with the request for reconsid-
eration. The Office of Credit Union Re-
sources and Expansion Director will have 30 
days from the date of the receipt of the re-
quest for reconsideration to make a final de-
cision. If the request is again denied, the ap-
plicant may proceed with the appeal process 
within 60 days of the date of the last denial. 
A petitioner may seek a second reconsider-
ation based on new material evidence or in-
formation or extenuating circumstances that 
precluded the inclusion of such information 
in the previous request. 

CHAPTER 4—CHARTER CONVERSIONS 

I—INTRODUCTION 

A charter conversion is a change in the ju-
risdictional authority under which a credit 
union operates. 

Federal credit unions receive their char-
ters from NCUA and are subject to its super-
vision, examination, and regulation. 

State-chartered credit unions are incor-
porated in a particular state, receiving their 
charter from the state agency responsible for 
credit unions and subject to the state’s regu-
lator. If the state-chartered credit union’s 
deposits are federally insured, it will also 
fall under NCUA’s jurisdiction. 

A federal credit union’s power and author-
ity are derived from the Federal Credit 
Union Act and NCUA Rules and Regulations. 
State-chartered credit unions are governed 
by state law and regulation. Certain federal 
laws and regulations also apply to federally 
insured state chartered credit unions. 

There are two types of charter conversions: 
federal charter to state charter and state 
charter to federal charter. Common bond and 
community requirements are not an issue 
from NCUA’s standpoint in the case of a fed-
eral to state charter conversion. The proce-
dures and forms relevant to both types of 
charter conversion are included in appendix 
4. 

II—CONVERSION OF A STATE CREDIT UNION TO 
A FEDERAL CREDIT UNION 

II.A—General Requirements 

Any state-chartered credit union may 
apply to convert to a federal credit union. In 
order to do so it must: 

• Comply with state law regarding conver-
sion and file proof of compliance with NCUA; 
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• File the required conversion application, 
proposed federal credit union organization 
certificate, and other documents with NCUA; 

• Comply with the requirements of the 
Federal Credit Union Act, e.g., chartering 
and reserve requirements; and 

• Be granted federal share insurance by 
NCUA. 

Conversions are treated the same as any 
initial application for a federal charter, in-
cluding an on-site examination by NCUA 
where appropriate. NCUA will also consult 
with the appropriate state authority regard-
ing the credit union’s current financial con-
dition, management expertise, and past per-
formance. Since the applicant in a conver-
sion is an ongoing credit union, the eco-
nomic advisability of granting a charter is 
more readily determinable than in the case 
of an initial charter applicant. 

A converting state credit union’s field of 
membership must conform to NCUA’s char-
tering policy. The field of membership will 
be phrased in accordance with NCUA char-
tering policy. However, if the converting 
credit union is a multiple group charter and 
the new federal charter is a multiple group, 
then the new federal charter may retain in 
its field of membership any group that the 
state credit union was serving at the time of 
conversion. Subsequent changes must con-
form to NCUA chartering policy in effect at 
that time. 

If the converting credit union is a commu-
nity charter and the new federal charter is 
community-based, it must meet the commu-
nity field of membership requirements set 
forth in Chapter 2, Section V of this manual. 
If the state-chartered credit union’s commu-
nity boundary is more expansive than the 
approved federal boundary, only members of 
record outside of the new community bound-
ary may continue to be served. 

The converting credit union, regardless of 
charter type, may continue to serve mem-
bers of record. The converting credit union 
may retain in its field of membership any 
group or community added pursuant to state 
emergency provisions. 

II.B—Submission of Conversion Proposal to 
NCUA 

The following documents must be sub-
mitted with the conversion proposal: 

• Conversion of State Charter to Federal 
Charter (NCUA 4000); 

• Organization Certificate (NCUA 4008). 
Only Part (3) and the signature/notary sec-
tion should be completed and, where applica-
ble, signed by the credit union officials. 

• Report of Officials and Agreement to 
Serve (NCUA 4012); 

• The Application to Convert From State 
Credit Union to Federal Credit Union (NCUA 
4401); 

• The Application and Agreements for In-
surance of Accounts (NCUA 9500); 

• Certification of Resolution (NCUA 9501); 
• Written evidence regarding whether the 

state regulator is in agreement with the con-
version proposal; and 

• Business plan, as appropriate, including 
the most current financial report and delin-
quent loan schedule. 

If the state charter is applying to become 
a federal community charter, it must also 
comply with the documentation require-
ments included in Chapter 2, Section V.A.2 of 
this manual. 

II.C—NCUA Consideration of Application To 
Convert 

II.C.1—Review by the Office of Credit Union 
Resources and Expansion Director 

The application will be reviewed to deter-
mine that it is complete and that the pro-
posal is in compliance with Section 125 of the 
Federal Credit Union Act. This review will 
include a determination that the state credit 
union’s field of membership is in compliance 
with NCUA’s chartering policies. The Office 
of Credit Union Resources and Expansion Di-
rector may make further investigation into 
the proposal and may require the submission 
of additional information to support the re-
quest to convert. 

II.C.2—On-Site Review 

NCUA may conduct an on-site examination 
of the books and records of the credit union. 
Non-federally insured credit unions will be 
assessed an insurance application fee. 

II.C.3—Approval by the Office of Credit 
Union Resources and Expansion Director 
and Conditions to the Approval 

The conversion will be approved by the Of-
fice of Credit Union Resources and Expan-
sion Director if it is in compliance with Sec-
tion 125 of the Federal Credit Union Act and 
meets the criteria for federal insurance. 
Where applicable, the Office of Credit Union 
Resources and Expansion Director will speci-
fy any special conditions that the credit 
union must meet in order to convert to a fed-
eral charter, including changes to the credit 
union’s field of membership in order to con-
form to NCUA’s chartering policies. Some of 
these conditions may be set forth in a Letter 
of Understanding and Agreement (LUA), 
which requires the signature of the officials 
and the appropriate NCUA regional director 
or Office of National Examinations and Su-
pervision Director. 

II.C.4—Notification 

The Office of Credit Union Resources and 
Expansion Director will notify both the cred-
it union and the state regulator of the deci-
sion on the conversion. 
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II.C.5—NCUA Disapproval 

When NCUA disapproves any application to 
convert to a federal charter, the applicant 
will be informed in writing of the: 

• Specific reasons for the action; 
• Options to consider, if appropriate, for 

gaining approval; and 
• Appeal procedures. 

II.C.6—Appeal of the Office of Credit Union 
Resources and Expansion Director Decision 

If a conversion to a Federal charter is de-
nied by the Office of Credit Union Resources 
and Expansion Director, the applicant credit 
union may appeal that decision to the NCUA 
Board in accordance with the procedures set 
forth in subpart B to part 746 of this chapter. 

Before appealing, the credit union may, 
within 30 days of the denial, provide supple-
mental information to the Office of Credit 
Union Resources and Expansion Director for 
reconsideration. A request for reconsider-
ation should contain new and material evi-
dence addressing the reasons for the initial 
denial or explain extenuating circumstances 
that precluded the inclusion of existing ma-
terial evidence or information that should 
have been filed with the request for reconsid-
eration. The Office of Credit Union Re-
sources and Expansion Director will have 30 
days from the date of the receipt of the re-
quest for reconsideration to make a final de-
cision. If the request is again denied, the ap-
plicant may proceed with the appeal process 
within 60 days of the date of the last denial. 
A petitioner may seek a second reconsider-
ation based on new material evidence or in-
formation or extenuating circumstances that 
precluded the inclusion of such information 
in the previous request. 

II.D—Action by Board of Directors 

II.D.1—General 

Upon being informed of the Office of Credit 
Union Resources and Expansion Director’s 
preliminary approval, the board must: 

• Comply with all requirements of the 
state regulator that will enable the credit 
union to convert to a federal charter and 
cease being a state credit union; 

• Obtain a letter or official statement from 
the state regulator certifying that the credit 
union has met all of the state requirements 
and will cease to be a state credit union upon 
its receiving a federal charter. A copy of this 
document must be submitted to the Office of 
Credit Union Resources and Expansion Di-
rector; 

• Obtain a letter from the private share in-
surer (includes excess share insurers), if ap-
plicable, certifying that the credit union has 
met all withdrawal requirements. A copy of 
this document must be submitted to the Of-
fice of Credit Union Resources and Expan-
sion Director; and 

• Submit a statement of the action taken 
to comply with any conditions imposed by 
the Office of Credit Union Resources and Ex-
pansion Director in the preliminary approval 
of the conversion proposal and, if applicable, 
submit the signed LUA. 

II.D.2—Application for a Federal Charter 

When the Office of Credit Union Resources 
and Expansion Director has received evi-
dence that the board of directors has satis-
factorily completed the actions described 
above, the Federal charter and new Certifi-
cate of Insurance will be issued. 

The credit union may then complete the 
conversion as discussed in the following sec-
tion. A credit union may request the Office 
of Credit Union Resources and Expansion Di-
rector to reconsider a denial of a conversion 
application and/or appeal a denial to the 
NCUA Board. For more information, refer to 
Section II.C.6 of this chapter. 

II.E—Completion of the Conversion 

II.E.1—Effective Date of Conversion 

The date on which the Office of Credit 
Union Resources and Expansion Director ap-
proves the Organization Certificate and the 
Application and Agreements for Insurance of 
Accounts is the date on which the credit 
union becomes a federal credit union. The 
Office of Credit Union Resources and Expan-
sion Director will notify the credit union and 
the state regulator of the date of the conver-
sion. 

II.E.2—Assumption of Assets and Liabilities 

As of the effective date of the conversion, 
the federal credit union will be the owner of 
all of the assets and will be responsible for 
all of the liabilities and share accounts of 
the state credit union. 

II.E.3—Board of Directors’ Meeting 

Upon receipt of its federal charter, the 
board will hold its first meeting as a federal 
credit union. At this meeting, the board will 
transact such business as is necessary to 
complete the conversion as approved and to 
operate the credit union in accordance with 
the requirements of the Federal Credit Union 
Act and NCUA Rules and Regulations. 

As of the commencement of operations, the 
accounting system, records, and forms must 
conform to the standards established by 
NCUA. 

II.E.4—Credit Union’s Name 

Changing of the credit union’s name on all 
signage, records, accounts, investments, and 
other documents should be accomplished as 
soon as possible after conversion. The credit 
union has 180 days from the effective date of 
the conversion to change its signage and pro-
motional material. This requires the credit 
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union to discontinue using any remaining 
stock of ‘‘state credit union’’ stationery im-
mediately, and discontinue using credit 
cards, ATM cards, etc., within 180 days after 
the effective date of the conversion, or the 
reissue date whichever is later. The Office of 
Credit Union Resources and Expansion Di-
rector has the discretion to extend the time-
frame for an additional 180 days. Member 
share drafts with the state-chartered name 
can be used by the members until depleted. 

II.E.5—Reports to NCUA 

Within 10 business days after commence-
ment of operations, the recently converted 
federal credit union must submit to the Of-
fice of Credit Union Resources and Expan-
sion Director the following: 

• Report of Officials (NCUA 4501); and 
• Financial and Statistical Reports, as of 

the commencement of business of the federal 
credit union. 

III—CONVERSION OF A FEDERAL CREDIT UNION 
TO A STATE CREDIT UNION 

III.A—General Requirements 

Any federal credit union may apply to con-
vert to a state credit union. In order to do 
so, it must: 

• Notify NCUA prior to commencing the 
process to convert to a state charter and 
state the reason(s) for the conversion; 

• Comply with the requirements of Section 
125 of the Federal Credit Union Act that en-
able it to convert to a state credit union and 
to cease being a federal credit union; and 

• Comply with applicable state law and the 
requirements of the state regulator. 

It is important that the credit union pro-
vide an accurate disclosure of the reasons for 
the conversion. These reasons should be stat-
ed in specific terms, not as generalities. The 
federal credit union converting to a state 
charter remains responsible for the entire 
operating fee for the year in which it con-
verts. 

III.B—Special Provisions Regarding Federal 
Share Insurance 

If the federal credit union intends to con-
tinue federal share insurance after the con-
version to a state credit union, it must sub-
mit an Application for Insurance of Accounts 
(NCUA 9600) to the Office of Credit Union Re-
sources and Expansion Director at the time 
it requests approval of the conversion pro-
posal. The Office of Credit Union Resources 
and Expansion Director has the authority to 
approve or disapprove the application. 

If the converting federal credit union does 
not intend to continue federal share insur-
ance or if its application for continued insur-
ance is denied, insurance will cease in ac-
cordance with the provisions of Section 206 
of the Federal Credit Union Act. 

If, upon its conversion to a state credit 
union, the federal credit union will be termi-
nating its federal share insurance or con-
verting from federal to non-federal share in-
surance, it must comply with the member-
ship notice and voting procedures set forth 
in Section 206 of the Federal Credit Union 
Act and part 708 of NCUA’s Rules and Regu-
lations, and address the criteria set forth in 
Section 205(c) of the Federal Credit Union 
Act. 

Where the state credit union will be non- 
federally insured, federal insurance ceases on 
the effective date of the charter conversion. 
If it will be otherwise uninsured, then federal 
insurance will cease one year after the date 
of conversion subject to the restrictions in 
Section 206(d)(1) of the Federal Credit Union 
Act. In either case, the state credit union 
will be entitled to a refund of the federal 
credit union’s NCUSIF capitalization deposit 
after the final date on which any of its 
shares are federally insured. 

The NCUA Board reserves the right to 
delay the refund of the capitalization deposit 
for up to one year if it determines that pay-
ment would jeopardize the NCUSIF. 

III.C—Submission of Conversion Proposal to 
NCUA 

Upon approval of a proposition for conver-
sion by a majority vote of the board of direc-
tors at a meeting held in accordance with 
the federal credit union’s bylaws, the conver-
sion proposal will be submitted to the Office 
of Credit Union Resources and Expansion Di-
rector and will include: 

• A current financial report; 
• A current delinquent loan schedule; 
• An explanation and appropriate docu-

ments relative to any changes in insurance 
of member accounts; 

• A resolution of the board of directors; 
• A proposed Notice of Special Meeting of 

the Members (NCUA 4221); 
• A copy of the ballot to be sent to all 

members (NCUA 4506); 
• If the credit union intends to continue 

with federal share insurance, an application 
for insurance of accounts (NCUA 9600); 

• Evidence that the state regulator is in 
agreement with the conversion proposal; and 

• A statement of reasons supporting the 
request to convert. 

III.D—Approval of Proposal to Convert 

III.D.1—Review by the Office of Credit Union 
Resources and Expansion Director 

The proposal will be reviewed to determine 
that it is complete and is in compliance with 
Section 125 of the Federal Credit Union Act. 
The Office of Credit Union Resources and Ex-
pansion Director may make further inves-
tigation into the proposal and require the 
submission of additional information to sup-
port the request. 
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III.D.2—Conditions to the Approval 

The Office of Credit Union Resources and 
Expansion Director will specify any special 
conditions that the credit union must meet 
in order to proceed with the conversion. 

III.D.3—Approval by the Office of Credit 
Union Resources and Expansion Director 

The proposal will be approved by the Office 
of Credit Union Resources and Expansion Di-
rector if it is in compliance with Section 125 
and, in the case where the state credit union 
will no longer be federally insured, the no-
tice and voting requirements of Section 206 
of the Federal Credit Union Act. 

III.D.4—Notification 

The Office of Credit Union Resources and 
Expansion Director will notify both the cred-
it union and the state regulator of the deci-
sion on the proposal. 

III.D.5—Disapproval 

When NCUA disapproves any application to 
convert to a state charter, the applicant will 
be informed in writing of the: 

• Specific reasons for the action; 
• If appropriate, options or suggestions 

that could be considered for gaining ap-
proval; and 

• Appeal procedures. 

III.D.6—Appeal of Office of Credit Union 
Resources and Expansion Director Decision 

If the Office of Credit Union Resources and 
Expansion Director denies a conversion to a 
State charter, the Federal credit union may 
appeal that decision to the NCUA Board in 
accordance with the procedures set forth in 
subpart B to part 746 of this chapter. 

Before appealing, the credit union may, 
within 30 days of the denial, provide supple-
mental information to the Office of Credit 
Union Resources and Expansion Director for 
reconsideration. The Office of Credit Union 
Resources and Expansion Director will have 
30 business days from the date of the receipt 
of the request for reconsideration to make a 
final decision. If the application is again de-
nied, the credit union may proceed with the 
appeal process to the NCUA Board within 60 
days of the date of the last denial by the Of-
fice of Credit Union Resources and Expan-
sion Director. 

III.E—Approval of Proposal by Members 

The members may not vote on the proposal 
until it is approved by the Office of Credit 
Union Resources and Expansion Director. 
Once approval of the proposal is received, the 
following actions will be taken by the board 
of directors: 

• The proposal must be submitted to the 
members for approval and a date set for a 
meeting to vote on the proposal. The pro-

posal may be acted on at the annual meeting 
or at a special meeting for that purpose. The 
members must also be given the opportunity 
to vote by written ballot to be filed by the 
date set for the meeting. 

• Members must be given advance notice 
(NCUA 4221) of the meeting at which the pro-
posal is to be submitted. The notice must: 

• Specify the purpose, time and place of 
the meeting; 

• Include a brief, complete, and accurate 
statement of the reasons for and against the 
proposed conversion, including any effects it 
could have upon share holdings, insurance of 
member accounts, and the policies and prac-
tices of the credit union; 

• Specify the costs of the conversion, i.e., 
changing the credit union’s name, examina-
tion and operating fees, attorney and con-
sulting fees, tax liability, etc.; 

• Inform the members that they have the 
right to vote on the proposal at the meeting, 
or by written ballot to be filed not later than 
the date and time announced for the annual 
meeting, or at the special meeting called for 
that purpose; 

• Be accompanied by a Federal to State 
Conversion—Ballot for Conversion Proposal 
(NCUA 4506); and 

• State in BOLD face type that the issue 
will be decided by a majority of members 
who vote. 

• The proposed conversion must be ap-
proved by a majority of all of the members 
who vote on the proposal, a quorum being 
present, in order for the credit union to pro-
ceed further with the proposition, provided 
federal insurance is maintained. If the pro-
posed state-chartered credit union will not 
be federally insured, 20 percent of the total 
membership must participate in the voting, 
and of those, a majority must vote in favor 
of the proposal. Ballots cast by members who 
did not attend the meeting but who sub-
mitted their ballots in accordance with in-
structions above will be counted with votes 
cast at the meeting. In order to have a suit-
able record of the vote, the voting at the 
meeting should be by written ballot as well. 

• The board of directors shall, within 10 
days, certify the results of the membership 
vote to the Office of Credit Union Resources 
and Expansion Director. The statement shall 
be verified by affidavits of the Chief Execu-
tive Officer and the Recording Officer on 
NCUA 4505. 

III.F—Compliance With State Laws 

If the proposal for conversion is approved 
by a majority of all members who voted, the 
board of directors will: 

• Ensure that all requirements of state law 
and the state regulator have been accommo-
dated; 

• Ensure that the state charter or the li-
cense has been received within 90 days from 
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the date the members approved the proposal 
to convert; and 

• Ensure that the Office of Credit Union 
Resources and Expansion Director is kept in-
formed as to progress toward conversion and 
of any material delay or of substantial dif-
ficulties which may be encountered. 

If the conversion cannot be completed 
within the 90-day period, the Office of Credit 
Union Resources and Expansion Director 
should be informed of the reasons for the 
delay. The Office of Credit Union Resources 
and Expansion Director may set a new date 
for the conversion to be completed. 

III.G—Completion of Conversion 

In order for the conversion to be com-
pleted, the following steps are necessary: 

• The board of directors will submit a copy 
of the state charter to the Office of Credit 
Union Resources and Expansion Director 
within 10 days of its receipt. This will be ac-
companied by the federal charter and the 
federal insurance certificate. A copy of the 
financial reports as of the preceding month- 
end should be submitted at this time. 

• The Office of Credit Union Resources and 
Expansion Director will notify the credit 
union and the state regulator in writing of 
the receipt of evidence that the credit union 
has been authorized to operate as a state 
credit union. 

• The credit union shall cease to be a fed-
eral credit union as of the effective date of 
the state charter. 

• If the Office of Credit Union Resources 
and Expansion Director finds a material de-
viation from the provisions that would inval-
idate any steps taken in the conversion, the 
credit union and the state regulator shall be 
promptly notified in writing. This notice 
may be either before or after the copy of the 
state charter is filed with the Office of Credit 
Union Resources and Expansion Director. 
The notice will inform the credit union as to 
the nature of the adverse findings. The con-
version will not be effective and completed 
until the improper actions and steps have 
been corrected. 

• Upon ceasing to be a federal credit union, 
the credit union shall no longer be subject to 
any of the provisions of the Federal Credit 
Union Act, except as may apply if federal 
share insurance coverage is continued. The 
successor state credit union shall be imme-
diately vested with all of the assets and shall 
continue to be responsible for all of the obli-
gations of the federal credit union to the 
same extent as though the conversion had 
not taken place. Operation of the credit 
union from this point will be in accordance 
with the requirements of state law and the 
state regulator. 

• If the Office of Credit Union Resources 
and Expansion Director is satisfied that the 
conversion has been accomplished in accord-

ance with the approved proposal, the federal 
charter will be canceled. 

• There is no federal requirement for clos-
ing the records of the federal credit union at 
the time of conversion or for the manner in 
which the records shall be maintained there-
after. The converting credit union is advised 
to contact the state regulator for applicable 
state requirements. 

• The credit union shall neither use the 
words ‘‘Federal Credit Union’’ in its name 
nor represent itself in any manner as being a 
federal credit union. 

• Changing of the credit union’s name on 
all signage, records, accounts, investments, 
and other documents should be accomplished 
as soon as possible after conversion. Unless 
it violates state law, the credit union has 180 
days from the effective date of the conver-
sion to change its signage and promotional 
material. This requires the credit union to 
discontinue using any remaining stock of 
‘‘federal credit union’’ stationery imme-
diately, and discontinue using credit cards, 
ATM cards, etc., within 180 days after the ef-
fective date of the conversion, or the reissue 
date, whichever is later. The Office of Credit 
Union Resources and Expansion Director has 
the discretion to extend the timeframe for 
an additional 180 days. Member share drafts 
with the federal chartered name can be used 
by the members until depleted. If the state 
credit union is not federally insured, it must 
change its name and must immediately 
cease using any credit union documents ref-
erencing federal insurance. 

• If the state credit union is to be federally 
insured, the Office of Credit Union Resources 
and Expansion Director will issue a new in-
surance certificate. 

APPENDIX 1 GLOSSARY 

These definitions apply only for use with 
this Manual. Definitions are not intended to 
be all inclusive or comprehensive. This Man-
ual, the Federal Credit Union Act, and NCUA 
Rules and Regulations, as well as state laws, 
may be used for further reference. 

Adequately capitalized—A credit union is 
considered ‘‘adequately capitalized’’ when it 
meets the ‘‘adequately capitalized’’ defini-
tion in Part 702 of NCUA’s Rules and Regula-
tions. A multiple common bond credit union 
must be ‘‘adequately capitalized’’ in order to 
add new groups to its charter. The Office of 
Credit Union Resources and Expansion direc-
tor, with input from the appropriate regional 
director or Office of National Examinations 
and Supervision Director, may determine 
that a less than ‘‘adequately capitalized’’ 
credit union can qualify for an expansion if 
it is making reasonable progress toward be-
coming ‘‘adequately capitalized,’’ and the 
addition of the group would not adversely af-
fect the credit union’s capitalization level. 
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Affinity—A relationship upon which a com-
munity charter is based. Acceptable affin-
ities include living, working, worshiping, or 
attending school in a community. 

Appeal—The right of a credit union or 
charter applicant to request a formal review 
of the Office of Credit Union Resources and 
Expansion, regional director’s or Office of 
National Examinations and Supervision Di-
rector’s adverse decision by the National 
Credit Union Administration Board. 

Associational common bond—A common 
bond comprised of members and employees 
of a recognized association. It includes indi-
viduals (natural persons) and/or groups (non- 
natural persons) whose members participate 
in activities developing common loyalties, 
mutual benefits, and mutual interests. 

Business plan—Plan submitted by a charter 
applicant or existing federal credit union ad-
dressing the economic advisability of a pro-
posed charter or field of membership addi-
tion. 

Charter—The document which authorizes a 
group to operate as a credit union and de-
fines the fundamental limits of its operating 
authority, generally including the persons 
the credit union is permitted to accept for 
membership. Charters are issued by the Na-
tional Credit Union Administration for fed-
eral credit unions and by the designated 
state chartering authority for credit unions 
organized under the laws of that state. 

Common bond—The characteristic or com-
bination of characteristics which distin-
guishes a particular group of persons from 
the general public. There are two common 
bonds which can serve as a basis for a group 
forming a federal credit union or being in-
cluded in an existing federal credit union’s 
field of membership: Occupational—employ-
ment by the same company, related compa-
nies or in a trade, industry, or profession 
(TIP); and associational—membership in the 
same association. 

Community credit union—A credit union 
whose field of membership consists of per-
sons who live, work, worship, or attend 
school in the same well-defined local com-
munity, neighborhood, or rural district. 

Credit union—A member-owned, not-for- 
profit cooperative financial institution 
formed to permit those in the field of mem-
bership specified in the charter to save, bor-
row, and obtain related financial services. 

Economic advisability—An overall evalua-
tion of the credit union’s or charter appli-
cant’s ability to operate successfully. 

Emergency merger—Pursuant to Section 
205(h) of the Federal Credit Union Act, au-
thority of NCUA to merge two credit unions 
without regard to common bond policy. 

Exclusionary clause—A limitation, written 
in a credit union’s charter, which precludes 
the credit union from serving a portion of a 
group which otherwise could be included in 
its field of membership. 

Federal share insurance—Insurance cov-
erage provided by the National Credit Union 
Share Insurance Fund and administered by 
the National Credit Union Administration. 
Coverage is provided for qualified accounts 
in all federal credit unions and participating 
state credit unions. 

Field of membership—The persons (including 
organizations and other legal entities) a 
credit union is permitted to accept for mem-
bership. 

Household—Persons living in the same resi-
dence maintaining a single economic unit. 

Housekeeping Amendment—A field of mem-
bership amendment to delete groups, change 
group names, change group locations, re-
move exclusionary clauses, and to add other 
persons eligible for credit union membership 
by virtue of their close relationship to a 
common bond group or the community for 
community charters. 

Immediate family member—A spouse, child, 
sibling, parent, grandparent, or grandchild. 
This includes stepparents, stepchildren, 
stepsiblings, and adoptive relationships. 

In danger of insolvency—In making the de-
termination that a particular credit union is 
in danger of insolvency, NCUA will establish 
that the credit union falls into one or more 
of the following categories: 

1. The credit union’s net worth is declining 
at a rate that will render it insolvent within 
30 months. In projecting future net worth, 
NCUA may rely on data in addition to Call 
Report data. The trend must be supported by 
at least 12 months of historic data. 

2. The credit union’s net worth is declining 
at a rate that will take it under two percent 
(2%) net worth within 18 months. In pro-
jecting future net worth, NCUA may rely on 
data in addition to Call Report data. The 
trend must be supported by at least 12 
months of historic data. 

3. The credit union’s net worth, as self-re-
ported on its Call Report, is significantly 
undercapitalized, and NCUA determines that 
there is no reasonable prospect of the credit 
union becoming adequately capitalized in 
the succeeding 36 months. In making its de-
termination on the prospect of achieving 
adequate capitalization, NCUA will assume 
that, if adverse economic conditions are af-
fecting the value of the credit union’s assets 
and liabilities, including property values and 
loan delinquencies related to unemployment, 
these adverse conditions will not further de-
teriorate. 

4. The credit union has been granted or re-
ceived assistance under section 208 of the 
Federal Credit Union Act, 12 U.S.C. 1788, in 
the 15 months prior to the Region’s deter-
mination that the credit union is in danger 
of insolvency. 

Letter of Understanding and Agreement— 
Agreement between NCUA and federal credit 
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union officials not to engage in certain ac-
tivities and/or to establish reasonable oper-
ational goals. These are normally entered 
into with new charter applicants for a lim-
ited time. 

Mentor—An individual who provides guid-
ance and assistance to newly chartered, 
small, or low-income credit unions. All new 
federal credit unions are encouraged to es-
tablish a mentor relationship with a trained, 
experienced credit union individual or an ex-
isting credit union. 

Metropolitan Statistical Area—The Office of 
Management and Budget defines a metro-
politan statistical area as an urbanized area 
that has at least one urbanized area in ex-
cess of 50,000 and ‘‘comprises the central 
county or counties containing the core, plus 
adjacent outlying counties having a high de-
gree of social and economic integration with 
the central county as measured through 
commuting.’’ 

Merger—Absorption by one credit union of 
all of the assets, liabilities and equity of an-
other credit union. Mergers must be ap-
proved by the National Credit Union Admin-
istration and by the appropriate state regu-
lator whenever a state credit union is in-
volved. 

Multiple common bond credit union—A credit 
union whose field of membership consists of 
more than one group, each of which has a 
common bond of occupation or association. 

Occupational common bond—Employment 
by the same entity or related entities or a 
Trade, Industry, or Profession. 

Once a member, always a member—A provi-
sion of the Federal Credit Union Act which 
permits an individual to remain a member of 
the credit union until he or she chooses to 
withdraw or is expelled from the membership 
of the credit union. Under this provision, 
leaving a group that is named in the credit 
union’s charter does not terminate an indi-
vidual’s membership in the credit union. 

Organizations of such persons—An organiza-
tion or organizations composed exclusively 
of persons who are within the field of mem-
bership of the credit union. 

Overlap—The situation which results when 
a group is eligible for membership in more 
than one credit union. 

Primary potential members—Members or em-
ployees who belong to an associational or oc-
cupational group. 

Purchase and assumption—Purchase of all 
or part of the assets of and assumption of all 
or part of the liabilities of one credit union 
by another credit union. The purchased and 
assumed credit union must first be placed 
into involuntary liquidation. 

Service area—The area that can reasonably 
be served by the service facilities accessible 
to the groups within the field of membership. 

Service facility—A place where shares are 
accepted for members’ accounts, loan appli-
cations are accepted or loans are disbursed. 

This definition includes a credit union owned 
branch, a mobile branch, an office operated 
on a regularly scheduled weekly basis, a 
credit union owned ATM, a video teller ma-
chine or a credit union owned electronic fa-
cility that meets, at a minimum, these re-
quirements. A service facility also includes a 
shared branch or a shared branch network if 
either: (1) the credit union has an ownership 
interest in the service facility either directly 
or through a CUSO or similar organization; 
or (2) the service facility is local to the cred-
it union and the credit union is an author-
ized participant in the service center. This 
definition does not include the credit union’s 
Internet Web site. A service facility does not 
include an ATM or interest in a shared 
branch network for purposes of serving an 
underserved area. 

Single associational common bond credit 
union—A credit union whose field of mem-
bership includes members and employees of a 
recognized association. 

Single common bond credit union—A credit 
union whose field of membership consists of 
one group which has a common bond of occu-
pation or association. 

Single occupational common bond credit 
union—A credit union whose field of mem-
bership consists of employees of the same en-
tity or related entities or part of a Trade, In-
dustry, or Profession (TIP). 

Spin-off—The transfer of a portion of the 
field of membership, assets, liabilities, 
shares, and capital of one credit union to a 
new or existing credit union. 

Subscribers—For a federal credit union, at 
least seven individuals who sign the charter 
application and pledge at least one share. 

Trade, Industry, or Profession (TIP)—A sin-
gle occupational common bond credit union 
based on employment in a trade, industry, or 
profession including employment at any 
number of corporations or other legal enti-
ties that while not under common owner-
ship—have a common bond by virtue of pro-
ducing similar products, providing similar 
services, or participating in the same type of 
business. 

Underserved community—A local commu-
nity, neighborhood, or rural district that is 
an ‘‘investment area’’ as defined in Section 
103(16) of the Community Development 
Banking and Financial Institutions Act of 
1994. The area must also be underserved 
based on other NCUA and federal banking 
agency data. 

Unsafe or unsound practice—Any action, or 
lack of action, which would result in an ab-
normal risk or loss to the credit union, its 
members, or the National Credit Union 
Share Insurance Fund. 
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APPENDIX 3 

NCUA OFFICES 

Office of Credit Union Resources and Expansion 
(CURE) 

1775 Duke Street, Alexandria, VA 22314–3428 
Phone: 703–518–1150 
Fax: 703–518–6672 
Email: DCAMail@NCUA.GOV 

The Divisions of Consumer Access (East, 
Central, and West) within CURE share the 
responsibility for chartering and field-of- 
membership matters, low-income designa-
tions, charter conversions, and bylaw amend-
ments. 

Eastern Region—Alexandria 
1775 Duke Street, Alexandria, VA 22314–3428 
Phone: 703–519–4600 
Fax: 703–519–6674 
Email: EasternMail@NCUA.GOV 

States in the Eastern Region include: Con-
necticut, Delaware, the District of Columbia, 
Maine, Maryland, Massachusetts, Michigan, 
New Hampshire, New Jersey, New York, 
Ohio, Pennsylvania, Rhode Island, Vermont, 
Virginia, and West Virginia. 

Southern Region—Austin 
4807 Spicewood Springs Road, Suite 5200, 

Austin, TX 78759–8490 
Phone: 512–342–5600 
Fax: 512–342–5620 
Email: SouthernMail@NCUA.GOV 

States in the Southern Region include: 
Alabama, Arkansas, Florida, Georgia, Indi-
ana, Kentucky, Louisiana, Mississippi, North 
Carolina, South Carolina, Oklahoma, Ten-
nessee, and Texas, as well as Puerto Rico and 
the U.S. Virgin Islands. 

Western Region—Tempe 
1230 West Washington Street, Suite 301, 

Tempe, AZ 85281 
Phone: 602–302–6000 
Fax: 602–302–6024 
Email: WesternMail@NCUA.GOV 

States in the Western Region include: 
Alaska, Arizona, California, Colorado, Ha-
waii, Idaho, Illinois, Iowa, Kansas, Min-
nesota, Missouri, Montana, Nebraska, New 
Mexico, North Dakota, Nevada, Oregon, 
South Dakota, Utah, Washington, Wisconsin, 
and Wyoming, as well as Guam. 
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TRADES ASSOCIATIONS 

Credit Union National Association (CUNA) 

www.cuna.org 
P.O. Box 431, Madison, WI 53701, 800–356–9655 

National Association of Federally-Insured 
Credit Unions (NAFCU) 
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www.nafcu.org 
3138 N 10th Street, Suite 300, Arlington, VA 

22201–2149, 800–336–4644 

National Association of State Credit Union 
Supervisors (NASCUS) 

www.nascus.org 

1655 North Fort Myer Drive, Suite 650, Ar-
lington, VA 22209, 703–528–8351 

Inclusiv 
https://www.inclusiv.org/ 
39 Broadway, Suite 2140, New York, NY 10006– 

3063, 212–809–1850 

VerDate Sep<11>2014 14:14 Apr 02, 2021 Jkt 253041 PO 00000 Frm 00638 Fmt 8010 Sfmt 8002 Q:\12\12V7.TXT PC31kp
ay

ne
 o

n 
V

M
O

F
R

W
IN

70
2 

w
ith

 $
$_

JO
B



629 

National Credit Union Administration Pt. 701, App. B 

VerDate Sep<11>2014 14:14 Apr 02, 2021 Jkt 253041 PO 00000 Frm 00639 Fmt 8010 Sfmt 8006 Q:\12\12V7.TXT PC31 E
R

28
JN

18
.0

01
<

/G
P

H
>

kp
ay

ne
 o

n 
V

M
O

F
R

W
IN

70
2 

w
ith

 $
$_

JO
B



630 

12 CFR Ch. VII (1–1–21 Edition) Pt. 701, App. B 

VerDate Sep<11>2014 14:14 Apr 02, 2021 Jkt 253041 PO 00000 Frm 00640 Fmt 8010 Sfmt 8006 Q:\12\12V7.TXT PC31 E
R

28
JN

18
.0

02
<

/G
P

H
>

kp
ay

ne
 o

n 
V

M
O

F
R

W
IN

70
2 

w
ith

 $
$_

JO
B



631 

National Credit Union Administration Pt. 701, App. B 

VerDate Sep<11>2014 14:14 Apr 02, 2021 Jkt 253041 PO 00000 Frm 00641 Fmt 8010 Sfmt 8006 Q:\12\12V7.TXT PC31 E
R

28
JN

18
.0

03
<

/G
P

H
>

kp
ay

ne
 o

n 
V

M
O

F
R

W
IN

70
2 

w
ith

 $
$_

JO
B



632 

12 CFR Ch. VII (1–1–21 Edition) Pt. 701, App. B 

VerDate Sep<11>2014 14:14 Apr 02, 2021 Jkt 253041 PO 00000 Frm 00642 Fmt 8010 Sfmt 8006 Q:\12\12V7.TXT PC31 E
R

28
JN

18
.0

04
<

/G
P

H
>

kp
ay

ne
 o

n 
V

M
O

F
R

W
IN

70
2 

w
ith

 $
$_

JO
B



633 

National Credit Union Administration Pt. 701, App. B 

VerDate Sep<11>2014 14:14 Apr 02, 2021 Jkt 253041 PO 00000 Frm 00643 Fmt 8010 Sfmt 8006 Q:\12\12V7.TXT PC31 E
R

28
JN

18
.0

05
<

/G
P

H
>

kp
ay

ne
 o

n 
V

M
O

F
R

W
IN

70
2 

w
ith

 $
$_

JO
B



634 

12 CFR Ch. VII (1–1–21 Edition) Pt. 702 

[81 FR 88424, Dec. 7, 2016, as amended at 82 
FR 50291, Oct. 30, 2017; 82 FR 60290, 60292, Dec. 
20, 2017; 83 FR 30295, June 28, 2018; 84 FR 1605, 
Feb. 5, 2019; 85 FR 56513, Sept. 14, 2020; 85 FR 
62210, Oct. 2, 2020] 

PART 702—CAPITAL ADEQUACY 

Sec. 
702.1 Authority, purpose, scope and other 

supervisory authority. 
702.2 Definitions. 

Subpart A—Net Worth Classification 

702.101 Measure and effective date of net 
worth classification. 

702.102 Statutory net worth categories. 
702.103 Applicability of risk-based net worth 

requirement. 
702.104 Risk portfolios defined. 
702.105 Weighted-average life of invest-

ments. 
702.106 Standard calculation of risk-based 

net worth requirement. 
702.107 Alternative components for standard 

calculation. 
702.108 Risk mitigation credit. 

APPENDIXES A–H TO SUBPART A OF PART 702 

Subpart B—Mandatory and Discretionary 
Supervisory Actions 

702.201 Prompt corrective action for ‘‘ade-
quately capitalized’’ credit unions. 

702.202 Prompt corrective action for 
‘‘undercapitalized’’ credit unions. 

702.203 Prompt corrective action for ‘‘sig-
nificantly undercapitalized’’ credit 
unions. 

702.204 Prompt corrective action for ‘‘criti-
cally undercapitalized’’ credit unions. 

702.205 Consultation with State officials on 
proposed prompt corrective action. 

702.206 Net worth restoration plans. 

Subpart C—Alternative Prompt Corrective 
Action for New Credit Unions 

702.301 Scope and definition. 
702.302 Net worth categories for new credit 

unions. 
702.303 Prompt corrective action for ‘‘ade-

quately capitalized’’ new credit unions. 
702.304 Prompt corrective action for ‘‘mod-

erately capitalized,’’ ‘‘marginally cap-
italized’’ and ‘‘minimally capitalized’’ 
new credit unions. 

702.305 Prompt corrective action for 
‘‘uncapitalized’’ new credit unions. 

702.306 Revised business plans for new credit 
unions. 

702.307 Incentives for new credit unions. 

Subpart D—Reserves 

702.401 Reserves. 
702.402 Full and fair disclosure of financial 

condition. 
702.403 Payment of dividends. 
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